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Health Maintenance Organizations:
Federal Financing Is Adequate

But HEW Must Continue
Improving Program Management

The 1978 amendments to the Health Mainte-
nance Organization Act required GAO 1o de-
termine whether Federal grants and loans are
adequate 10 help develop new health mainte-
nance organizations (HMOs) and expand ex-
isting ones, and to evaluate the effectiveness
of the policies and procedures for administer-
ing these programs.

Viable, weli-managed HMQs should need no
more than $4 million--the amount specified
by law--to cover operating iosses and should
be able to achieve financial independence
within 5 years after becoming qualified. In
order to minimize the Government’s risk on
loans to HMQOs, HEW needs to develop a
strategy to assess the financial soundness
of an HMO,

_ &Y
HEW’s Office of Health Maintenance Organi- A
zations has improved its administration of VE' ) [3 (é /
the program since June 30, 1978, but needs O 7
to expedite its efforts to issue formal policies L& q
and regulations, see that staffing shortages do 02()
not occur, and provide adequate quidance to \/[)7
regional personne! who help administer the f
grant program.
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To the Fresidert of the Senate anau the o
Sreaker of the Pouse of Representatives KEVU

This report surmarizes cour evaluation of (1) the
adecuacy of the amcunts of financial assistance provided
for under the health Maintenance Croanization 2Zct, as
amended, ana (2) the adecuacy of the peliclies and pro-
cedures ecteblished hy the Lerartment of Health, Educa-
ticn, and helfare to aaminister the firnancial assistance
programns cstablichea Ly the act, as amended.

CSection 13 of the kEealth Mazintenance Crganization
Amendrents of 1¢7% (Fublic Lavw 95-55Y9) required that
we nake thesc evaluations ane directed us to repcrt the
results tc the Congress by May 1, 187%.

Wwe are sendinu copies of this report to the Director,

Uffice of Management and Eudget, and the Secretary of
Heslth, Faucation,; and welfare.
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COMPTRCILER CENERAI 'S EEALTEH MAINTENANCE CRGANIZATIQNS:
REFCRT TO THE CONCFESS FECPRAL FINANCING IS ALEQUATE,

Tear Sheet.

BUT HEW MUST CONTINUE
IMEROGVING FROCRAM MANAGEMENT

D1CEST

Acecuate loan assistance is available to
health maintenance organizationg (HMCs) to
finance their operating losses. Viable,
well-managed HMOs should need no more than
$4 million--the amocunt specified by law--

tc cover operating losses and should be able
to achieve financial independence within 5
vears after becoming gualificd.

GAC had these and the fullowing observationsg
on HMO financing and operations:

--The key to an HMG's financial success is
its ability to charge competitive rates
whict generate sufficient revenues per
member to cover the costs of operation
and provide sufficient additional funds
tc repay debts, replace facilities, and
finarnce future growth.

--To minimize the Government's financial
risk, decision points should be estab-
lished to assess the financial viability
of HMCs with Federal loans.

--The HMC legislation rrovides for adequate
loan assistance to accuire or construct and
equip ambulatory healtt care facilities.

The results of a guestionnalre sent toc grant-
ees and qualified HMOs indicated that the
act, as amended, provides for adequate grant
assistance. However, hecause of budget un-
certainties for the fiscal year 1979 grant
program, the number of HMOs becoming quali-
fied in later years coulst decrease.
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ADMINISTRATION OF LOANS AND
GRANTS CAN BE IMPROVED

As of April 1, 1979, the Department of Health,
Education, and Welfare (HEW) had not issued
formal policies for administering HMO loan
programs, although considerable progress had
been made toward completing them.

The headquarters-based Loan Branch had enough
staff for fiscal year 1979 but may be under-
staffed for the surge of applications ex-
pected to result from the ambulatory health
care facility locan program.

HEW had improved its capability to monitor
the continued financial soundness of HMOs
with Federal loans but had not issued poli-
cies and procedures for assessing compliance
with the act, and compliance staffing prob-
lems may recur as more HMOs are qualified.

HEW had not established adequate guidance on
policies and procedures to assure uniform,
consistent administration of the grant pro-
gram by reqgicnal and headquarters personnel,
However, as of March 1, 1979, HEW was de-
veloping policy and procedure guidance to

help grantees move smoothly through the grant
phases into qualification. HEW's work in this
area was not far encugh along for GAO to as-
sess its eventual effectiveness,

GAO also found that two regional offices were
understaffed to handle their fiscal year 1979
workplans.

RECOMMENDATIONS
The Secretary of HEW should:

--Establish a development strategy which
guides new HMOs to plan for only enough
staff and facilities to enroll and serve
enough members during their initial stages
of operation for the HMOs' current costs
per member month to become relatively
stable./ GAO ohserved that current costs

-
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per member month of HMOs it evaluated gen-
erally had becone relatively stable by the
time they enrolled 10,000 members, In some
cases, their costs per member month had
leveled and begun to increase. HEW should
further study this phenomenon to develop
more definitive data.

The point at which an HMO's costs per mem-
ber month become relatively stable could
provide a bhaseline for actuarially pro-
jecting the HMO's future costs per member.
After future costs per member are projected,
HEW could actuarially assess whether the
subscriher rates which the HMO would need
to achieve financial independence would be
competitive. This procedure could provide
a point at which HEW could assess the HMO's
ultimate financial viability before the
HMO's Federal loan funds are exhausted,
Such an assessment could provide guidance
to HEW and the HMO on the enrollment growth
patterns most likely to result in financial
independence.

-—Assign enough staff to complete work on
nolicies for the deficit loan program and
regulations and policies for the ambulatory
health care facility loan prograq/and see
that these regqulations and policies move
quickly through departmental review levels,

-~-Assess the impact of the ambulatory health
care facility lcan program on the workload
of the Dffice of Health Maintenance Organ-
ization's Loan Branchk t» assure that the
branch is adequately staffed when the new
loan program begins.

—--Take action needed to assure that required
reports from qualified AMOs are submitted
more promptly.

~-Assess the impact of an increasing number
of qualified HMOs on the Office's ability
to monitor their comnliance so that addi-
tional staff can be assigned promptly, if
required.
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-=Give priority to validating HMO report
data, completing a summary of compliance
policies and procedures in order to as-
sure uniformity, and rendering a decision
on regional responsibilities;/

~~Develop improved grant program guidance
for regional offices as soon as possible,

--Publish guidelines defining the require-
ments for qualified HMOs as soon as
possible.//

AGENCY COMMENTS AND

GAO'S EVALUATION

In a draft of this report furnished to HEW
for comment, GAQO's proposal for a develop-
ment strategy for loans to new HMOs suggested
that initial loans be based on expected oper-
ating deficits that would be incurred until
an HMO reached an enrollment level of 8,000
to 10,000 members--the point at which GAO ob-
served that costs per member month became
relatively stable. 1In commenting on this
report, HEW expressed the view that its HMO
development strategy and its assessments of
financial viability should not focus strongly
on GAO's observation that the costs per mem-
ber month of the HMOs evaluated tended to
cease declining by the time they had enrolled
10,000 members. HEW pointed out that GAO's
analysis had not considered inflation and
that the sample size was small.

However, HEW stated that it found GAO's anal-
ysis informative and useful. HEW added that
the analysis would provide a benchmark to
identify HMOs with potential financial prob-
lems and to begin focusing on the use of rev-
enues when an HMO's costs per member first
begin to level off. At that time, HEW plans
to make a more indepth financial analysis
and, if necessary, take corrective action.
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After evaluating HEW's comments, GAC modi-
fied its recommendation concerning a devel-
opment strategy for new HMOs to emphasize
cost stability rather than enrcllment size.
GAO believes that HEW's plans and comments
meet the intent of the recommendation, and
GAC enccourages HEW tc do further study in
this area tc develop more fully this tool
for assessing HMO financial viability and
minimizing the Government's financial risk.

HEW concurred in all of GAOQO's other recom-
mendations and outlined actions either
plannea or underway to implement them.
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Curbing the escalation of medical care costs is a major
goal of both the administration and the Congress. Pursuant
to that goal, the Secretary of Health, Education, and Welfare
has made a commitment to give significant numbers of people
across the Nation the opportunity to enroll in health mainte-
nance organizations (HMOs). HMOs contract with individuals
to provide them specific health services in return for a
prepaid fixed payment. The fixed income feature gives HMOs
a financial incentive to control use of health services and
to emphasize preventive medicine to reduce overall health

care costs.

The HMO Act of 1973 (Public Law 93-222) authorized a
program to provide grants and loans to help develop new HMOs

and expand existing ones. 1/ 1In September 1976 and June 1978,

we reported on problems the Department of Health, Education,
and Welfare (HEW) had encountered implementing and managing
the financial assistance programs. 2/

Section 13 of the HMO Amendments of 1978 directed us to
evaluate (1) the adequacy of the amounts of assistance avail-
able under grant and loan programs established under the act
and (2) the adequacy and effectiveness of HEW's policies and
procedures for managing the grant and loan programs. Sec-
tion 13 directed us to report the results of the evaluations

to the Congress by May 1, 1979,

1/The HMO Act of 1973 was amended in October 1976 by the
HMO Amendments of 1976 (Public Law 94-460) and in November
1978 by the HMO Amendments of 1978 (Public Law 95-559).

2/"Factors That Impede Progress In Implementing The Health
Maintenance Organization Act Of 1973" (HRD-76-128, Sept. 3,

1976).

"Can Health Maintenance Organizations Be Successful?--An
Analysis Of 14 Federally Qualified HMOs" (HRD-78-125,
June 30, 1978).



FEDERAL FINANCIAL ASSISTANCE
UNDER_THE HMO ACT

Through February 1979, HEW had certified 88 HMOs as
complying with the requirements of the act; such HMOs are
called "gualified" HMOs. 1/ The act, as amended in 1976,
authorized HEW to lend each qualified public or nonprofit
HMO up to $2.5 million to cover operating losses during its
first 5 years of operation as a qualified HMO. 1In the case
of a private, for-profit HMO serving a medically underserved
area, HEW could guarantee loans of up to $2.5 million made

to the HMO by private lenders.

The HMC Amendments of 1978 raised the ceiling on loans
and loan guarantees from $2.5 million to $4 million, effec-
tive October 1, 1979. However, HEW may loan an HMO more than
$2.5 million before October 1979, if the Secretary (1) deter-
mines in writing that it is necessary to preserve the fiscally
sound operation of an HMO and to protect against insolvency
and {(2) notifies in writing the Senate Committee on Labor and
Human Resources and the House Committee on Interstate and
Foreign Commerce within 30 days after making the loan.

As of February 1979, 58 of the 88 qualified HMOs had
received direct loans totaling about $119.3 million, and
3 HMOs had received loan guarantees totaling about $3.5 mil-
lion. One HMO had received loans exceeding $2.5 million.

To encourage development of new qualified HMOs and to
expand existing qualified HMOs, the act, as amended, author-
izes grants to public or nonprofit organizations for feasi-
bility studies, planning, and initial development. Through
February 1979, HEW had awarded feasibility grants, planning
grants, and initial development grants totaling abhout
$80.5 million. 2/

FEDERAL HMO PROGRAM ORGANIZATION

The HMO Amendments of 1976 required HEW to centralize
all HMO program responsibilities, except the gualification
and compliance functions, under one organizational unit. 1In
December 1977, HEW centralized the headquarters activities,
including qualification and compliance functions, within the

1/See app. I for a list of qualified HMOs receiving financial
assistance as of December 31, 1978,

2/See app. II for summary of grant activity by fiscal year,



Office of the Assistant Secretary for Health. Effective
March 1, 1978, HEW appointed a director for the centralized
program, and on September 19, 1978, the Qffice of Health
Maintenance Organizations (OHMO) was officially established.
Program functions and staff were consclidated for the first
time in one unified operation. ©OHMO has six major organiza-

tional components:

--Qffice of the Director implements the HMO program

through five central office divisions and a field
staff at 10 regional offices; coordinates policy and
regulation development; develops a comprehensive stra-
tegy for national HMO development; maintains liaison
with interested outside organizations and groups; and
coordinates with the Department for intergovernmental
and congressional liaison.

--Division of Development makes grant award recommenda-

tions and monitors grants, loans, and loan guatrantees;
directs and coordinates grant and loan management in
the central and regional offices; establishes standards
and procedures for HMO grant reviews and loan applica-
tions; and provides advice and assistance to individ-
uals and organizations that seek to develop an HMO.

--Division of Qualification establishes qualification
standards and determines acceptability of entities
seeking to become gualified HMOs; refines review pro-
cedures to facilitate the qualification process; pro-
vides guidance on interpretation of policy quidelines
and regulations related to qualification; and provides

technical assistance to iIMOs.

--Division of Compliance assures the continuing compli-

ance of HMOs with the qtatutory requirements of the
HMO act; monitors employers' compliance with mandatory
offering of the HMO alternative in employee health
benefits plans; reviews standards, procedures, and re-
porting requirements for monitoring HMOs that receive

financial assistance; establishes and updates standards

and procedures for compliance monitoring of qualified
HMOs; and reviews fiscal viability of all qualified

HMOs.

--Division of Program Promotion develops strategies to

increase publlc awareness of the HMO concept and pro-
vides assistance to Federal, State, public, and pri-
vate agencies to identify areas for HMO development;
analyzes potential HMO development geographically and



by sponsor; ccordinates promotional activities with
national professional and trade organizations; arranges
for development, publication, and distribution of pro-
motional, educational, and guidance materials; and
prepares the Annual Report to the Congress.

--0ffice of Program Support directs administrative, fis-
cal, and related management services; implements budget
formulation, presentation, and execution; develops and
maintains manpower management and work planning systems
for the central and regional offices; coordinates per-
sonnel activities; manages administrative aspects of
contract activities; and provides correspondence
management.

SCOPE OF EVALUATION

Our review was made at the Office of Health Maintenance
Organizations in Rockville, Maryland, and HEW regional
offices in Atlanta (region IV), Chicago (region V), and
Denver (region VIII). We talked to headquarters and regional
personnel and reviewed records and files at OHMO headquarters
and regional offices,

We sent a questionnaire concerning the grant and loan
programs to 80 HMOs qualified as of December 31, 1978;
80 grantees that were using grant funds as of September 30,
1978; and 10 grantees whose grants had expired but were known
to have a grant or qualification application in process as
of September 30, 1978. 1/ Of the 170 organizations to which
questionnaires were sent, 148 (about 87 percent) responded.
The respondents included 66 qualified HMOs, 75 active
grantees, and 7 inactive grantees.

We reviewed financial data submitted to HEW by 42 HMOs
qualified by September 30, 1977. 2/ Thirty-three of the
forty-two had obtained Federal loans or loan guarantees. We
analyzed available financial data submitted through December
1978 and reviewed selected records and files maintained by
OHMO to assess the HMOs' financial soundness.

1/App. II1 is a copy of the qguestionnaire.

2/0ne other HMO was qualified before September 30, 1977, but
we were unable to obtain any data on it from HEW.



CHAPTER 2

LOAN ASSISTANCE AVATLABLE

TO HMOs IS ADEQUATE

A primary goal of the HMO Act 1s to help establish HMOs
as financially independent business enterprises. A qualified
HMO must be able to generate enough revenues to pay operating

costs (break even) within 5 vyears after gualification., Effec-

tive Octoher 1, 1979, the act, as amended, will authorize HEW
to lend a public or nonprofit HMO up to $4 million to cover
operating losses incurred during its first 5 years of guali-
fied operation. HEW also mav guarantee loans of up to

$4 million from private lenders to a private, for-profit

HMO serving a medically underserved area.

Based on an evaluation of 42 HMOs and on responses to

the guestionnaire sent to HMOs and grantees, we concluded
that:

--Generally, $4 million is adequate to cover operating
losses during the first 5 years of operation and an
MO ocught to be able to achieve financial independence
within 5 years.

--The key to financial success of an HMO is its ability
to charge competitive subscriber rates which generate
sufficient revenues per member to cover the costs of
operation and provide sufficient additional funds to

repay debts, replace facilities, and finance future
growth.

--To minimize risk to the Government, decision points
must be established to assess the financial viability
of HMOs with Federal lcans.

LOAN ASSISTANCE IS ADEQUATE FOR

FINANCIALLY VIABLE HMOs

In our opinion, three basic requisites must be met to
reasonably assure an HMO's success as a business enterprise:

—--Enough members must be enrolled to achieve maximum
economies of scale and still provide quality care as
anticipated by the legislation.

--Operational costs must be efficiently managed and
controlled.



~--Subscrioer rates
produce,

must be c¢rarged that will begin to
after 5 years of gualified operation, encugh

revenues er nember to break even, repay debts, re-

olace facilitles,

and finance future growth.

HMOs tha: can Teet these regulsites should find that

S4 willion or less is
curred in their first

adequate tc cover operating losses in-
5 years of aualified operation, HMOs

that cannot meet these requisites probably will not meet the

amended act's financial
Federal loan assistance
have been mismaraged or

soundness reguirement, not because
is too limited, but because they
simply lack viability as a business

venture. The level 25 assistance authorized by the act should
be based on what a weil-managed, viable organization needs to
become financially inderpendent. Otherwise, the amocunts which
could be justifi=d are Limitless.

As part of .y =zvaluation, we analyzed the filnancial
experience of 4 iYs qualified 4s of September 30, 1977,
33 of which had zohzined direct loans or loan guarantees.,
By late 1978, 2 e 33 HMOs wath loans or loan guarantees
had reached thne noint of insolvency. One of the two was sold,
and the other went 1nto recelversh.p and was reorganized.
We classified the remaining 31 HMO43 into three groups, based
on our assessment »f thelr ability to achleve financial
independence~-tnat 1%, 1ncur opersting losses of no more
than $4 million and nreak even witain 5 years.

a0
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Good chancre—-—F1fteen HMOs wers placed in this category
because thoy had already reacaed their break-—-even points
or thelr operating experlercs gave Uus no basis to gues-—
tion their ability to achicve financial independence as

required Ly the act, L/

Fair chance--Ten HMOs were placed in this category be-—
cause, although thelr operating experience provided some
favorable indications about their chances for success,
we had some reservations about their ability to achieve
financial independence as recuired by the act. For
example, one HMO's monthly rewvenues per member were

only 3 percent less than monthly costs per member as of
september 1978; however, 155 costs per member had hecome
relatively constant at a lovel of $36 to $38 per month,
which 1s somewhat higher twan the general experience of
cther gualified HMOs we evaliuated., (See pp. 7 to 10.)

1/Five of the HMOs with a good —:nance had reached their break-
even points in less than 5 years after becoming gqualified
and with deficits of less than 32.5 million.

£



In another case, the HMO's monthly revenues per member
were only 4 percent less than costs per member; however,
for the year ended September 1978, its monthly costs per
member had increased 14 percent to $39 per member, which
is relatively high compared to many other HMOs,

Poor chance-—-Six HMOs were placed in this category be-
cause their operating experience gave few or no favor-
able indications for success and raised major doubts
about their ability to achieve financial independence
as required by the act. 1/ Detailed examples of two

HMOs 1n this category are nresented on pages 14 to 20.

THE KEY TO FINANCIAL INDEPENDENCE

IQJSUFFIQ;EQCY OF SUBSCRIBVR PATE%

Generally, the experience of HMOs we evaluated showed
that they initially had been ahle to reduce average costs
per member month as their enrcllment increased, However,
ignoring inflation, we observed that most HMOs' average
costs per member month tended to become relatively stable as
membership grew--that is, the rate of decline in costs per
member month decreased to near zero as enrollment grew. 2/
We observed that this phenomenon generally occurred by the
time an HMO had 10,000 members. In some cases, the IMOs'
average costs per member had ceased to decline and had begun
to increase, even though enrollment continued to grow.

Enrollment growth may, but not always, be a positive
step toward reaching self-sufficiency as envisioned by the
HMO Act. If an HMO is incurring costs per member month
greater than revenues per mempber month, increased enrollment
may help to close the gap by reducing average costs per mem-—
ber. However, it should be recognized that, if enrollment

1/0ne of the six HMOs placed in this category has informed
OHMO that it has tentatively decided to declare bankruptcy.

2/In our analysis we did not take into account inflation
because a reliable index for HMOs does not exist., The
national medical cost index was not used because it is
heavily influenced by the cost of hospital care, but by
design HMO enrollees' hospital usage is supposed to be
less than that of the fee-for-service sector population.
Also, from the viewpoint of the Government as a lender of
Federal funds, the financial viability of an HMO is appro-
priately measured by the relationship of the HMO's current
costs to its current revenues.



growth does not help tc lower averadge costs per member, en-—
rollment growth will tend to increase the HMO's cumulative
deficit and may exhaust available Federal loan funds before

it can break even.

Because Feaeral loan funds are available to cover operat-
ing deficits for only a specified period and in a specified
amount, an HMO's financial viability rests on the ability of
management to balance two conflicting goals: competritive
subscriber rates that allow enrollment growth versus sub-
scriber rates that are high enough to generate the revenues
per member needad to break even,

As we noted in our June 1978 report, HMOs' primary com-
petitors are insurance companies that offer health benefit
plans. Although gualified HMOs generally offer more compre-
hensive coveradge than insurance company plans and may have
more advantageous colinsurance features, HMOs cannot assume
that consumers will readily switch to HMO coverage if an
HMO's subscriber rates are substantially higher than the
rates for insurance company coverade. Conseguently, an HMO
faces a serious problem: the HMO Act regquires an HMC gen-
erally to provide more comprehensive benefits than its com-
petitcrs, but the IMO must charyge about the same subscriber
rates as competitors in order to penetrate the health in-

surance market. However, an M) may find that competitive
subscriber rates which allow the HMO to capture an increas-
ing share of the market are not t-gh enough to produce the

revenues per member needed to break even,

OCur conclusions are supported by the experience of two
HMOs that had become insolvent and the experience of other
HMOs that have financial problems, From their experience,
we concluded that overemphasis on enrollment growth may some-
times hurt a developing HMO's chances of achieving financial
independence as required by the azt.

HMOs do not need to be large

to achieve lowest cost per member

Chart A depicts the composite cost experience of 42 HMOs
qualified as of September 30, 1977. 1In general, the compo-
site costs-per-member-month curve declined sharply as member-
ship increased but the rate of decline decreased and costs
per member eventually became relatively constant. We observed
that the leveling of the costs-per-member curve usually oc-
curred by the time HMOs enrolled about 10,000 members.



CHART A

COMPOSITE COST EXPERIENCE OF 42 QUALIFIED HMOs ¥ THROUGH BECEMBER 1978 (NOTE b}
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We also observed that the composite cost curve leveled
in the vicinity of $30 per member month. 1/ Some individual
HMOs' cost curves had leveled at higher than $30 and some
lower, but even HMOs with more than 40,000 members had
monthly costs ranging from about $28 to §$35 per member.

The composite cost chart implies that (1) HMOs achieve
economies of scale early in their existence in terms of en-
rollment and (2) enrollment growth alone will not cause any
significant decreases in costs per member after their cost
curves level in current dollars. Therefore, for an HMO whose
monthly costs per member have leveled, enrollment growth is
not the critical factor in achieving financial independence.
Assuming the HMO has adequate utilization and cost controls,
the crucial factor is the sufficiency of subscriber rates to
generate the revenues per member needed to break even, repay
debts, replace facilities, and finance future growth.

Case histories of two HMOs
that became insolvent

Sound Health Associaticon (SHA)

SHA became qualified in 1974 and obtained a $1 million
Federal loan. It obtained additional loans of $228,000 in
1976 and $1.272 million in 1977, raising its total Federal
loans to $2.5 million, the maximum allowable under the HMO
Act at that time. However, by August 1978, SHA had lost about
$2.49 million, and its financial position was deteriorating.

In September 1978, HEW deferred SHA's Federal loan inter-
est payments due in July 1978 and January 1979, because SHA
had a severe cash shortage. Such measures, however, could
not save SHA. 1In October 1978, SHA began negotiating an
agreement with Group Health Cooperative of Puget Sound for
the purchase of SHA's assets, and in January 1979, the agree~
ment was executed. It was estimated that about $260,000 would
be available to cover SHA's $2.5 million Federal loan after
other liabilities were paid. HEW revoked SHA's qualification

in March 1979.

1/We made a similar observation in our June 1978 report based
on our evaluation of 14 HMOs.
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As shown in chart B, SHA's monthly costs per member
became relatively constant at about $35 after the first
quarter of 1977, when SHA had about 8,000 members. Based on
the experience of HMOs we evaluated, membership growth alcne
could not be expected to further decrease current costs per
member significantly. However, in July 1977 SHA projected
that it would need almost 23,000 members to break even in
late 1979.

SHA actually increased its membership from about 8,000
in March 1977 to about 12,600 in August 1978. But because
costs per member had become relatively level, membership
growth tended to increase SHA's cumulative losses.

After SHA's costs per member became relatively constant,
at about $35 per month, SHA's main requirement for breaking
even was to increase subscriber rates enough to generate
sufficient revenues per member to cover costs. Its revenues,
however, peaked at about $30 per month, We believe the major
reason that SHA's monthly revenues per member peaked at about
$30 was SHA's desire to be competitive in the market for new
members, but competitive rates could not produce enough reve-
nues to cover costs per member.

In a newsletter to its members in late 1978, SHA informed
its members about the proposed sale to Group Health Coopera-
tive of Puget Sound and stated:

" * * * federal gualification also mandated
a level of benefits and services that were very
costly to SHA during its start-up years; and
which necessitated a level of dues that were
often substantially higher than premiums charged
by traditicnal insurers for health care programs
with lesser coverage."

If SHA had raised subscriber rates enough to cover costs
per member, it might have found that it could maintain a mem-
bership level of 8,000 to 10,000 at the higher rates but
could not capture an increasing share of the market. This
would have indicated that only a relatively small segment of
SHA's potential market was willing to pay substantially
higher premiums for SHA's coverage even though it was more
comprehensive than competitors' plans.
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CHART B
QUARTERLY COST, REVENUE, AND MEMBERSHIP

EXPERIENCE OF SOUND HEALTH ASSOCIATION (SHA)

{note a)
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Health Alliance of Northern

California (HANC)

HANC becane gualified in late 1976 and obtained a Federal
loan of $2.342 million. By .July 1978, it had incurred operat-
ing losses of over $2.4 million., F®arlier, in March 1978, the
State of California issued a cease and desist order, direct-—
ing HANC to suspend marketing activities because it had failed
to meet certain State financial and reporting requirements.

Because HANC had not complied with HEW's requirement for
quarterly reporting of financial data, OHMO was unaware of
HANC's serious financial problems. As late as August 1978,
OHMO believed that HANC had reached break even in April 1978.
In an August 3, 1978, letter the director of OHMO urged the
State to retract 1ts cease and desist order. However, on
August 8, OHMO learned that HANC actually had incurred a ‘
large deficit of about $650,000 in the 3~month period May to i
July 1978. That same day the OHMO director wrote a letter
asking the State to disregard his August 3 letter because
HANC did not have enough Federal loan funds to cover the
deficits and meet the State's net worth reguirements.

In mid-September 1978, a State court appointed a re-
ceiver for HANC and authorized him to take appropriate action
to protect the interests of HANC's creditors. The receiver
did not negotiate a sale of HANC's assets but arranged a re- !
organization of HANC. Under the reorganization agreement, a
local hospital agreed to lend $2 million to HANC to continue
operating as a qualified HMO. HANC continues to exist as a
separate legal entity responsible for its Federal lcan, but
the terms of the reorganization agreement required that the
hospital assume the operation and management of HANC in mid-
October 1978.

In cur view, HANC's rapid financial decline was primarily
a result of 1ts desire to maintain competitive subscriber
rates which were too low to cover costs, combined with explo-
sive membership growth. HANC's primary competition was Kaiser
Foundation Health Plan of Northern Califeornia. As of June
1976, Kaiser had about 18 percent of the health insurance
market. Kaiser became a gualified HMO in October 1977. At
that time, HANC's and Kaiser's subscriber rates were esgsen-
tially comparable. HANC's revenues per member remained rela-
tively constant from October 1976 through September 1977. We
believe the desire to remain competitive with Kaiser may have i
influenced HANC to keep its subscriber rates at levels which '
proved to be too low to cover costs. Had HANC increased its
subscriber rates enough to cover costs and found that it could
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not increase its market share, this would have meant only a
small market segment would pay rates that cover costs.

In a l4-month period from December 1976 through Febhruary
1978, HANC's enrollment increased from about 6,700 to about
21,700 members. However, as shown in chart C, HANC's monthly
costs per member for the quarter ended December 1976 were
about $29, which the experience of other HMOs indicates is
the approximate level at which HMOs' curvent costs per member

month cease to decline.

The quarter ended September 1977 was the last time HANC
submitted required quarterly financial reports to HEW. For
that quarter, HANC had about a $5 gap between monthly costs
and revenues per member. Assuming that this gap persisted
into 1978, HANC's large increases in membership tended to
consume its Federal loan funds more rapidly because adding
new members tended to increase its total deficit.

Some HMOs have characteristics similar to

the two HMOs that became insolvent

As described earlier, we classified 10 HMOs as having a
fair chance and 6 HMOs as having a poor chance tc achieve
financial independence, as required by the act. 1/ The
financial experience of these HMOs raised some doubts about
their financial soundness. As of late 1978, a few of the
HMOs had not yet enrolled enough members for their monthly
costs per member to become level. 1In our view, uncertainty
about their ability to enroll members, coupled with their
low level of revenues per member, raised serious guestions
about their financial soundness.

However, most of the HMOs had already enrolled enough
members for their costs-per-member curves to become level.
The problems faced by these HMOs were not identical, but as
a group their problems included the following.

--Use of medical services had not been controlled
adequately.

——Current costs per member had leveled, or appeared to
be leveling, and revenues per member were significantly
less than costs per member.

1/The operating experience of these HMOs is depicted in
app. V, except for the two HMOs depicted on pp. 17
and 20.
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CHART C
QUARTERLY COST,REVEMNUE, AND MEMBERSHIP
EXPERIENCE OF HEALTH ALLIANCE OF NORTHERN
CALIFORNIA (HANC)
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-—-Some HMOs' subscriber rates were significantly higher
than competitors' rates,

--8ome HM?Js had overemphasized the need to enroll new

members, apparently without considering the impact on
loan fund availability.

The following two cases illustrate the “"poor" HMOs'
problems, which were strikingly similar to the problems of
the two HMOs that had become insolvent.

Case l--An HMO with a poor chance to meet

the act's financial soundness requirement

After analyzing the operating data the HMO submitted to
HEW, we projected that it will need at least 5-1/2 years to
break even. If the HMO were to break even by that time, we
estimate that it would not need more than $4 million in loan
assistance to cover its cumulative operating deficit. 1In our
opinion, the HMO's financial problems resulted primarily from
its failure to raise subscriber rates sufficiently during its
early years of operation., As a result, the HMO shifted the
burden of rate increases to the future and enlarged the size
of needed increases in the latter part of its first 5 years
of operation. As of December 1978, the HMO's revenues per
member were about 12 percent less than cost per member. The
HMO's ability to meet the act's financial soundness require-
ment now depends mainly on its ability to increase revenues
per member encough to cover cutrrent costs per member, which
have been relatively constant since early 1977. However, we
greatly doubt the HMO's ability to raise subscriber rates
significantly because, as of early 1979, its monthly family
rates were as much as $20 to $40 higher than its competitors'.

Qualified i1n mid-1975, the HMO has obtained total Fed-
eral loans of $2.5 million. However, by October 1978, the
HMO had only about $30,000 remaining in its locan account.

Its deficit for the quarter ended December 1978 was about
$94,000.

As shown in chart D, the HMO's monthly costs per member
have been relatively constant since declining to about $30
in early 1977, when the HMO had about 5,800 members. In May
1977 HEW declared it to be in noncompliance with the act's
financial soundness reguirement, and the HMO prepared a cor-
rective action plan. A cornerstone of the plan was a strategy
for increasing membership to about 11,500 by the end of 1978.
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CHART D
QUARTERLY COST, REVENUE, AND MEMBERSHIP
EXPERIEMCE OF AN HMO WITH A
POOR CHANCE TO ACHIEVE FINANCIAL INDEPENDENCE
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The HMO actually increased 1ts membershipn from abhout
5,500 in December 1976 to about 9,809 in NDecember 1978, and
its current costs ver member remalined relatively constant at
about $30. The HMD's loss per memher bhegan to grow smaller
after the HMO hegan raising its subscriher rates i1 eavrliv
1977. Before then, 1ts revenues per member had remained
virtually the same for [-1/2 vears. Althougnh the difterence
between costs per member and revenudes per memper was decreag-—
ing, membership growth tended to iacrease the HMO's cumulative
deficit and consume ¥Federal loan finds at a faster pace.

Overemphasis on membership griwth may give the HMO an
incentive to attempt to hold subscriber rates at levels which
are competitive but whish will not cover costs per member,

To survive, the HMO must ralse subscriber rates enocugh to
cover costs, repnay ldents, replacve facilities, and finance
future growth ever if it means the HMO cannot capture an in-—
creasing share of the market.

Case 2--An HMO with a poor chance to meet

the act's financial soundness requirement

After analyzing the operating data the AMO submitted to
HEW, we projected that it may not be able to break even in
5 vears and may need more than 54 million to cover operating
losses. The HMO has had problems controlling utilization of
medical services, but 1in our view, the main reason for the
HMO's financial problems is that it has tried to maintain
competitive subscriber rates that have been too low toc gen-
erate revenues per member neaded to cover costs per member.
Although the HMO's revenues per member rose 56 percent during
its first 2-1/2 years of operation, its revenues were still
about 16 percent less than costs per member as of December
1978. The HMO's ahility to further raise subscriber rates
significantly is Jdoubtful because, according to the OHMD loan
branch chief, the HMO's monthly family rate was already as
much as $20 higher than competitors' rates in February 1979.

Qualified in mid-1976, the HMO obtained a $1.475 million
Federal loan. It later obtained a second loan of $1.025 mil-
lion, giving the HMO total loans of $2.,5 million. By Septem-
ber 30, 1978, the HMO had unexpended loan funds of only
$299,000, but its quarterly deficits were still about
$200,000. 1In February 1979, HEW loaned the HMO an addi-
tional $1 million.

Utilization control problems had been cited many times
by HEW personnel. For example, in July 1977 an OHMO loan
branch official reported that costs for referrals to outside
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physicians and for hospitalization were excessively high
compared with other HMOs and with the HMO's own projections.
In December 1977 an OHMO management analyst reported that the
HMO lacked control over referrals and hospitalization.

As shown ih chart E, this HMO's monthly costs per member
were at their lowest point, about $28, during the guarter ended
September 1976--the HMO's first full quarter of operation as a
qualified HMO. At that time, the HMO had about 6,200 members.
The HMO has viewed continued membership growth as crucial to
its ability to achieve financial independence. As of December
1976, the HMO's actual enrollment of 6,600 was about 5,100
less than projected. A major reason cited for the HMO's
marketing failure was that its only health care facility was
in an inner city area, which made marketing to surburban

residents difficult.

Therefore, in April 1977 the HMO applied for an expansion
grant to establish a second health care facility in order to
enroll members at a faster rate. HEW approved the expansion
grant in September 1977. Later :n its December 1978 applica-
tion for a third Federal loan, the HMO projected it would
need about 23,000 members to break even by April 1980. As of
February 1979, the HMO had only 14,100 members, which means
the HMO must enroll about 9,000 new members during the next

14 months.

Such an ambitious enrollment goal may give the HMO an
incentive to keep subscriber rates at levels which are compe-
titive but which are too low to generate encugh revenues per
member to cover cost. This incentive to hold down subscriber
rates will probably be very strong for the HMO because, as
mentioned earlier, the HMO's monthly family rate was as much
as $20 higher than competitors' rates in February 1979. The
HMO must close the gap between c¢osts and revenues per member,
or it will only incur more losses as membership increases and
use Federal loan funds more rapidly.

BY ESTABLISHING DECISION POINTS ON HMO VIABILITY

Under the HMO Act, HEW is responsible for protecting
the Government's financial interests when loans are made to
HMOs. We believe that HEW's experience with the two HMOs
that became insolvent highlights HEW's responsibility to
minimize the Government's risk.
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CHART E
QUARTERLY COST, REVENUE, AND MEMBERSHIP
EXPERIENCE OF AN HMO WITH A
POOR CHANCE TO ACHIEVE FINANCIAL INDEPENDENCE
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After Sound Health Association was sold, it was esti-
mated that only $260,000 would be available to cover its
$2.5 million in Federal loans. Health Alliance of Northern
California, on the other hand, did not default on its
$2.342 million loan because a court-appointed receiver was
able to reorganize its management and find additional fi-
nancing which allowed it to continue operating. However, a
memorandum prepared in December 1978 by an OHMO financial

specialist stated:

"* * * As has been seen from the experience of
HANC and Sound Health, most investors are will-
ing to purchase assets and put some additional
amount representing 'goodwill.' Usually the
offers have required forgiveness of federal
loans and claims against assets obtained with
grant funds. In other words, investors are

not usually willing to pay for prior losses of
a husiness regariless of the federal govern-
ment's position in the deal."

We believe that the experience of the 42 HMOs we evalu-
ated suggests that there are appropriate decision points at
which an HMO's financial viability should be assessed. For
example, cne indication of the HMOs' experience 1is that HMO
planners should not assume that progressively increasing en-
rollment will result in progressively lower costs per member
in current dollars. As previously stated, we observed that

the HMOs' costs per member month had become relatively stable

by the time they had enrolled 10,000 members, but we recog-
nize that this could vary somewhat based on such factors as
type of HMO or geographical location. Further study by HEW
could provide more definitive data on the occurrence of this

vhenomenon,

With such data HEW could encourage a new HMO to plan
its initial stage of operation so that it will have only
enough staff and facilities to enroll enough members for
its costs per member month in current dollars to become
relatively stable. The costs per member incurred at that
point may provide a baseline for actuarially projecting an
HMO's future costs per member, taking into account such
factors as anticipated cost inflation, changes in enroll-
ment mix, and the possibility of more effective cost and
utilization controls,

After projecting future costs per member, OHMO should

determine actuarially whether the subscriber rates which
the HMO will need to achieve financial independence within
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5 years after qualification will be competitive in the local
market. Such a procedure could provide a method for assess-
ing an HMO's ultimate financial viability before it has ex-
hausted Federal loan funds. Thereby, this procedure would
help minimize the Government's risk of losses through loan

defaults.

HMO MANAGERS GENERALLY BELIEVE

FEDERAL LOAN ASSISTANCE AVAILABLE
UNDER THE ACT 1S ADEQUATE

Deficit loans

OQur questionnaire asked each respondent to estimate the
amount of deficit loan assistance needed by an HMO of the
same type and in the same area as the respondent. As shown
on page 23, the 66 qualified HMOs responding to this question
estimated that HMOs need an average amount of $2.9 million
of loan assistance. Seventy-six percent of the respondents
estimated that an HMO should need no more than $4 million.

Each respondent was also asked to estimate how many
years are needed to achieve financial independence., The
64 qualified HMOs responded to this guestion estimated that
HMOs need loan assistance for an average of 4.5 years.
Ninety~one percent of the respondents estimated that an HMO
should be able to operate without Federal financial assist-

ance after no more than 5 years.

Ambulatory facility loans

The HMO Amendments of 1978 established a new program
authorizing HEW to loan a qualified HMO up to $2.5 million
to acquire or construct and equip an ambulatory (outpatient)
health care center. The amendments did not limit the number
of facilities for which an HMO can obtain such loans.

In our questionnaire, we asked each qualified HMO and
each grantee that had applied for qualification whether they
planned to apply for ambulatory health care facility loans.
Of the 32 that said they planned to apply for such loans,

28 estimated the loan amounts they needed for a total of

48 planned facilities. They estimated they would need

$2.5 million or less for 43 of the 48 facilities. As a
result, we believe the act provides adeguate loan assistance
for acquiring or constructing and equipping ambulatory health

care centers.
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CONCLUSIONS

We believe that (1) the YMO Act, as amended, provides
for adequate loan assistance for HMOs to cover operating
losses incurred during their first 5 years of operation,
(2) it is reasonable to expect an HMO to operate without
Federal financial assistance after 5 years of operation,
and {3) the new locan program designed to help HMOs acquire
or construct and equip ambulatory health care facilities
provides for adequate loan assistance.

HMOs which can control costs efficiently should find
they can break even within 5 years and with cumulative losses
of 54 million or less, provided they charge subscriber rates
that are high enough to produce revenues per member that
cover costs per member.

Similar to most competitive enterprises, HMOs face con-
flicting goals: they must set prices high enough to recover
costs, repay debts, replace facilities, and finance future
growth; yet, they must set prices low enough to be competi-
tive in the marketplace. If an HMO emphasizes capturing a
progressively increasing share of the market, it will strive
to maintain highly competitive prices. However, because an
HMO must offer benefits that are generally more comprehensive
than its competitors' benefits packages, the HMO may find
that competitive prices are too low to generate enough reve-
nues per member to cover costs per member. In such a case,
an HMO would continue to incur deficits no matter how many
members it enrolls or how well it manages and controls
utilization and costs of operation.
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We observed that the current costs per member month of
the HMOs we evaluated generally declined sharply as enroll-
ment increased, but the rate of decline began to decrease
until it neared zero and current costs per member became
relatively stable. We observed that the HMOs' current costs
per member usually became relatively stable by the time they
had enrolled 10,000 members. In some cases their costs per

member had begun to increase.

We believe that the point at which an HMO's costs per
member month stop declining would be an appropriate time to
assess the HMO's ultimate financial viability. At that
point, the HMO's costs per member could provide a reasonable
baseline for actuarially projecting the HMO's future costs
per member and assessing the competitiveness of subscriber
rates needed to assure the HMO's financial success.

RECOMMENDATION TO THE SECRETARY OF HEW

We recommend that the Secretary of HEW establish a de-
velopment strategy which guides new HMOs to plan for only
enough staff and facilities to enroll and serve enough mem-
bers during the initial stage of operation for the HMO's
current costs per member month to become relatively stable,
We observed that current costs per member month of HMOs we
evaluated generally had become relatively stable by the time
they enrolled 10,000 members. 1In some cases, their costs per
member month had leveled and begun to increase. HEW should
further study this phenomenon to develop more definitive

data.

The point at which an HMO's costs per member month be-~
come relatively stable could provide a baseline for ac-
tuarially projecting the HMO's future costs per member.
After future costs per member are projected, HEW could ac-
tuarially assess whether the subscriber rates which the HMO
would need to achieve financial independence would be com-
petitive. This procedure could provide a point at which
HEW could assess the HMO's ultimate financial viability
before the HMO's Federal loan funds are exhausted. Such an
assessment could provide guidance to HEW and the HMO on the
enrollment growth patterns most likely to result in finan-

cial independence,

AGENCY COMMENTS AND OUR EVALUATION

In a draft of this report furnished to HEW for comment,
our proposal for a development strategy for loans to new HMOs
suggested that initial loans be based on expected operating
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deficits that would be incurred until the HMO reached an
enrollment level of 8,000 to 10,000 members—--the point at
which we observed that costs per member month became rela-
tively constant. In commenting on our report, HEW expressed
the view that its HMO development strategy and its assess-
ments of financial viability should not focus strongly on
our observation that the costs per member month of the HMOs
we evaluated tended to cease declining by the time they had
enrolled 10,000 members. HEW pointed out that our analysis
had not considered inflation and that the sample size was
small.

However, HEW stated that it found cur analysis informa-
tive and useful. HEW added that our analysis would provide
a benchmark to identify HMOs with potential financial prob-
lems and to begin focusing on the use o0f revenues when an
HMD's costs per member first begin to level off. At that
time, HEW plans to make a more indeonth financial analysis
and, if necessary, take corrective action.

After evaluating HEW's comments, we modified the rec-
ommendation 1n the report concerning a development strategy
for new HMOs to emphasize cost stability rather than enroll-
ment size. We believe that HEW's plans and comments meet
the intent of our recommendation, and we encourage HEW to do
further study in this area to develcop more fully this tool
for assessing HMO financial viability and minimizing the
Government's financial risk.



CHAPTER 3

LOAN PROGRAM ADMINISTRATION:

IMPROVEMENTS HAVE BEEN MADE BUT FURTHER
STRENGTHENING 1S NEEDED

In ouxr September 1976 and June 1978 reports (see note,
p. 1), we pointed cut that HEW had not issued formal policies
needed to assure uriform administration of the operating de-
ficit loan program. 1n our June 1978 report, we noted that
the OHMC Loan Branch did not have enough staff to review loan
applications. By March 1, 1979, OHUMC had drafted formal
policies for the dc¢ficit loan program and had begun drafting
requlations and po:lcy guidance for the new ambulatory health
care facility loan program. OHMO also had increased the size
of the Loan Branch staff. However, the target dates for issu-
ing loan policies revain uncertain, and the Lean Branch may

soon need additional statf.

OHMO's Compliance Division, established as a distinct
organizational entity during fiscal year 1978, is responsible
for monitoring the operations and tinancial viability of
qualified HMOs. In June 1978, we reported that OHMO had not
issued compliancve regulations and did not have enough staff
to monitor systenatically the financial soundness of HMOs with
loans. As of Marot L, 1979, OHMO had improved the compliance
program. However, some preblems persist that may prevent the
Compliance Divisicn from functioning as effectively as antic-

ipated.

LOAN PROGRAM POLICIES AND

REGULATIONS STILL MUST BE ISSUEL

Although progyress had been made toward finalizing operat-
ing deficit loan policies and formulating regulations and
pclicy guidance for the ambulatory health care facility loan
program, it is still not clear when the regulations and poli-

cies will be issucd. Specificially

--OHMO's schedule for issuinyg formal operating deficit
loan policies has slipped significantly and

--OHMO's target dates for issuing regulations and
policy guidance on the new ambulatory health care

facility loan program are optimistic.



Formal policies for the deficit
loan program remain unissued

In commenting on our June 1978 report, OHMO said that
the Public Health Service loan policy officer was reviewing
HMO program lcocan policies and that this review would be ex-
pedited to permit early implementation. In October 1978,
OHMO's Division of Development set June 30, 1979, as the
target date for issuing operating deficit loan policies,
However, as of March 1, 1979, the division had fallen behind
schedule to such an extent that the target date probably

cannot be met.

The Division of Development has drafted a series of
operating deficit loan policies pertaining to (1) loan moni-
toring, defaults and remedies, and general provisions applying
to direct loans and loan guarantees, (2) special provisions
applying to direct loans only, and {(3) special provisions
applying to loan guarantees conly. The Public Health Service
loan policy officer has reviewed the drafts, but because of
insufficient staff, the division has redrafted only the gen-
eral provisions, loan monitoring, and defaults and remedies
sections for further review by the loan policy officer and
HEW's Office of General Counsel.

The division's October 1978 workplan schedule for issu-
ing operating deficit loan policies has slipped considerably.
For example, certain parts of the general provisions section
were to be issued between November 1978 and February 1979;
loan monitoring policies were to be completed by December 1,
1978; and defaults and remedies policies were to be completed
by January 7, 1979. As of April 1, 1979, none of these sec-
tions had been issued, but publication was expected around

May 1.

Considering the slippage that occurred while preparing
the first three sections for issuance, the two remaining
sections--special provisions applying to direct loans and
loan guarantees~-probably will not be completed by June 30
as planned. The Lecan Branch chief was able to assign only
one part-time staff member to preparing all of the operating
deficit loan policies because of the loan application workload.
Although the two remaining sections are considered to be rela-
tively small, the branch chief agreed that, given staffing
limitations and the lengthy review process, the June 30 target
date is unrealistic, He estimated that the remaining policy
sections will not be completed before the end of fiscal year

1979.
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soon Face stafting shortages.  Aceording to the chief, the
branch is adeqquately statted to handle its tiscal year 1979
deficit loan apolication workload Lut docs not have enough
staft to handle the increased nunber obf loan applications
that are expected once the ambalatory health care facllity
loan proyram gets underway.

The Loan Branch's statting situation has Loproved in the
last year. In mid-February 19785, the branch had only two i
staff members to review loan applications and srepare loan :
award documents., By March L, 1979, the staff had bLeen in-
creased to five perimanent, full-tise menbers--one loan of-
ficer and four progran analysts. 1/ At that time the bLranch i
was processing 15 loan applications--13 tor new loans and 2
for supplemental loans. In addition, the branch was process-
ing three reyuests for accelcerat:-d drawdowns on existing
loans. OHMO proiected that the Loan Branch would approve 25
operating deficit lomans in fiscal year 1979.

The branch chief stated that his statf was large enough §
to handle the fiscal year 1979 loan application workload, :
provided that the gualification Division, Compliance Division, i
and regional offices carried out certain key responsibilities.
For example, in the past, staff responsible for qualifying
HMOs and awarding loans hoth made determinations about an
HMO's financial viability. how the Qualification Division is
responsible for making this judyment, while the Loan Branch
focuses on technical issues involved in maklng loans.

In the same vein, the Compliance Division is now formally
responsible for monitoring the continuing financial viability
of HMOs with Federal loans. The Loan Branch 1s now directly
responsible only for assuring that HMOs comply with the tech-
nical requirements of loan agreements. This responsibility, |
in turn, has been delegated to the regional offices. As of
March 1, 1979, however, the regional offices had not begun
monitoring, and although the branch chief expected them to
start soon, he was unable to prcovide a precise date.

As of mid-February 1979, OHMO had not formally estimated
the workload expected to result from the new ambulatory health
care facility loan proygram. The director of the Division of

1/0ne program analyst was spending about 75 percent of
his time preparing regulations and policy guldance for
the ambulatory health care tacility locan program.



Development and the Loan Branch chief informally surveyed
qualified HMOs and estimated that about 25 loan applications
would result. Since OHMO will apparently be unable to start
the program much before the end of fiscal year 1979, these
applications will become part of the Loan Branch's fiscal
year 1980 worklioad. Assuming that the branch's operating
deficit loan workload for fiscal year 1980 will be the same
as the fiscal vear 1979 workload of 25 applications, the

25 additional ambulatory health carce facility lcan applica-
tions would double the branch's overall workload.

Based on ovur guestionnaire results, interest in the new
lcan program may be even Jreater. We asked managers of gual-
ified HMOs and grantees that have applied for qualification
whether they anticipated applying for a loan to acguire or
construct and equip an ambulatory health care facility within
the 2-year period January 1979 to January 1981. Of the 76
who responded, 32 (about 42 percent) said that they expected
to apply. These 32 respondents indicated an interest in sett-
ing up a total of 54 facilities. Since a separate loan ap-
plication will be reguired for each facility planned, the
32 respondents would generate a total of 54 loan applications.
Although the respondents were asked to estimate their need
for ambulatory health care facility loans over a 2-year period
ending January 1981, the Loan Branch's fiscal year 1980 work-
load will be most affected if the program does not begin until
the start of fiscal year 1980. Adding 54 ambulatory facility
loan applications to 25 operating deficit loan applications
would more than triple the branch's workload.

The Loan Branch chief stated that the branch 1s not
staffed adequately to handle the significant workload increase
expected once the ambulatory health care facility loan program
gets underway. Although leadtime is needed to bring a new
staff member up to full efficiercy, he was also not aware of
any plans to increase the branch's staff in anticipation of
a workload increase. According to the director of the Divi-
sicn of Development, there are no nlans to increase Loan
Branch statfing in fiscal year 1979.

The fiscal year 1980 appropriation request includes nine
additional personnel positions for the division, of which the
Loan Branch is a part. However, no decision has been made
about how the positions might bLe distributed. Furthermore,
even if the Loan Branch were Lo receive some of these posi-
tions, the division director does not anticipate filling themn
before the spring of 1980 because she presumes there will be
some delay in receiving the appropriation. Therefore, if
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the ambulatory health care facility loan program starts any-
time before the middle of fiscal year 1980, the Loan Branch
may be inadeguately staffed to handle it.

ADDITIONAL ACTION IS NEEDED
TO ASSURE EFFECTIVE MONITORIHNG
QF HMOs WITH FEDERAL LOANS

In guidance issued to the regions in August 1978, devel-
oping and implementing an effective compliance system was
listed as one of three major activities OHMO planned for fis-
cal year 1979. As of March 1, 1979, OHMO had improved the
compliance program by (l) issuing compliance regulations, (2)
publishing an HMO compliance plan, which cutlined the com-
pliance program's functions, procedures, organization, and
staffing, and (3) developing a computerized management in-
formation system to summarize performance data on HMOs and
provide the basis for an "early warning" system that would,
among other things, monitor the financial scundness of HMOs.
Alsc, the Compliance Division's staff had been greatly ex-
panded.

In assessing the division's plan to monitor the financial
viability of gualified HMOs, we found problems that may pre-
vent the division from doing its job as effectively as antic-
ipated. Specifically:

--Some HMOs do not submit the guarterly reports con-
taining the data the division needs to effectively
monitor compliance in a timely fashion.

—-~The data the division receives may not be reliable.

-~Staffing in the HMO Compliance Branch, although
significantly increased, still may not be adequate to
handle an increasing workload.

--OHMO lacks uniform policy guidance by which to
evaluate compliance.

--0OHMO has not defined the regional compliance role.
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Many HMOs do not submit required
reports to OHMO in a timely fashion

The HMO Compliance Branch, part of OHMO's Division of
Compliance, is responsible for assuring that qualified HMOs
comply with all aspects of the act. Financial unsoundness
has been the moust common and sericus problem among HMOs in
trouble. To monitor financial viability, the branch will
rely heavily on OHMO's new early warning system, which is

based on data contained in quarterly reports HMOs are required

to submit to OHMO. The system's purpose is to identify prob-
lems early enouygh to generate corrective action, and its
success depends largely on the prompt submission of quarterly
reports. However, many HMCs do not submit these reports
promptly.

OHMO expected reports from 53 HMOs for the third quarter

of calendar year 1978. As of December 12, 1978, about a month

after the reports were due, 19 (about 36 percent) of the HMOs
had not responded. On January 19, 1979, OHMO still did not
have the third gquarter reports of five HMOs. For the fourth
gquarter, OHMO expected reports from 60 HMOs. Reports were
due on February 15, 1979, or March 15, 1979, if the quarter
also marked the end ©of an HMO's fiscal year. As of March 27,
1979, 33 (about 55 percent) of the HMOs had not responded.

In December 1978, the Division of Compliance initiated
a "tickler® system Lo encourage the prompt submission of
quarterly reports. Under the system the division's document
control officer is responsible for sending polite reminders
to HMOs that are a week late submitting their reports. After
about 2 weeks, a stronger reminder is sent. These letters
state that, 1f the reports are not submitted within 15 days
of their receipt, OHMO will issue 1 notice of noncompliance
and a notice of intent to default on a loan, if applicable.

According to the document control officer, HMOs have
responded to the reminders. However, she is sometimes unable
to get the notices out as promptly as desired because of her
workload. Since the tickler system already permits a grace
period of about 5 weeks before OHMO takes serious action,
additional delays could make its value questionable.

The early warning system
may lack reliable data

To be effective, the early warning system requires re-
ports that are not only timely, but also accurate. How-
ever, questions have been raised about the reliability of the
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data HMOs submit in these reports. One compliance officer,
for example, expressed concern about the effectiveness of the
early warning system because she felt the data in quarterly
reports were poor. One of the analysts who helped develop
the early warning system agreed that the data were not very
good.

OHMO has not validated the accuracy of data HMOs submit
in quarterly reports. Recognizing the importance of good data
to the early warning system's success, the Division of Com-
pliance included a step in its January 1979 workplan to design
and implement procedures for validating gquarterly report in-
formation. According to the division director, camputer pro-
grams were to be developed that would compare, among other
things, an HMO's quarterly reports to its yearly audited fi-
nancial statements to determine accuracy of reported data.

The workplan target date for completing the step was Feb-
ruary 1; however, as of March l, validation procedures were
still being designed and tested.

Staffing in the HMO Compliance
Branch may not be sufficient to
handle an increasing workload

The workload for each HMO compliance cfficer has exceeded
early projections. When staffing levels were first considered,
it was anticipated that each compliance officer would monitor
eight HMOs. The HMO Compliance Branch has 10 compliance of-
ficers. As of March 23, 1979, there were 89 qualified HMOs,
or an average of about 9 HMOs per compliance officer, and the
workload is expected to grow. OHMO projects a total of 116
gualified HMOs by the end of fiscal year 1979 and 144 by the
end of fiscal year 1980. This would mean that each compliance
officer will be responsible for monitoring 11 HMOs in fiscal
year 1979 and 14 HMOs in fiscal year 1980.

The Division of Compliance has not detetrmined how many
HMOs a compliance officer can monitor effectively. It ap-
pears, however, that 10 may bhe the maximum manageable work-
load, provided that the HMOs are not experiencing serious fi-
nancial problems. According to compliance officers we inter-
viewed, monitoring 10 is manageable, although one officer be-
lieved that only one site visit per year would be possible.
They also added that, if two or three HMOs had financial prob-
lems requiring considerable attention, an officer could not
adequately monitor the other seven or eight.



As of April 1, 1979, seven HMOs had received notices of
evaluation, indicating that serious problems might exist,
and five had received notices of noncompliance, indicating
that serious problems had been confirmed. Financial viab-
ility was a concern in each case. To prevent overburdening
a compliance officer who is handling two or three problem
HMOg, the division distrioutes his remaining worklocad among
other compliance officers. However, since the compliance
officers are already handling an average of about nine HMOs
aplece, giving them responsibility for even more HMOs may
impair their ability tc do their jobs adequately. Similarly,
as the number of gualified HMOs grows, staffing in the HMO
Compliance Branch may not be sufficient to handle the in-

creasing workload.

According to the director, Division of Compliance, the
early warning system, when fully operational, should enable
compliance officers to adequately monitor more HMOs. The
system will give compliance officers summaries of performance
data on the HMUs they are monitoring and flag HMOs with prob-
lems. The syster will also provide key information about the
causes of problems, and financial and marketing specialists
will be available to help compliance officers analyze data.
If the system operates properly, it might help compliance
officers handle a larger worklocad. However, given the data
problems described in preceding sections (see pp. 32 and 33)

and the fact that the system is still untried, it is premature

to assume that this will occur.

OHMO lacks uniform policy guidance by
which to evaluate HMO compliance

The directeor of the Division of Compliance stated that
his efforts to improve the compliance program have been im-
paired somewhat by the lack of uniform policy guidance
throughout OHMO concerning such important issues as deter-
mining financial viability. New compliance cfficers have not
received a policy manual outlining OHMO's position on situa-
tions they must evaluate. Consequently, the division's
January 1979 workplan included a step to begin compiling a
compliance policy and procedures manual by February 1.

The policy section of the manual is intended to be of-
ficewide in scope. According to the division director, to
develop the policy section the division assembled Office of
General Counsel decisions, gualification denial letters,
program bulletirs, and other documents containing OHMO policy
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statements By rarly March, 1979, thoe v o0 bad b

lined and DlVlSlOH of Compliance administrative pOllCleb haa
been summarized. The director estimated that the compliance
procedures section of the manual would probably be completed
by the end of fiscal year 1979. However, the policy section
would be finished only if agreement could be reached on all
OHMO policies. The director was less confident about com-
pleting the policy section by the end of fiscal year 1979 be-
cause of expected delays in reaching full agreement on some
issues.

OHMO has not defined the regional
office compliance role

In its August 1978 guidance to the regional offices,
OHMO stated that protocols outlining regional office compli-
ance responsibilities would be prepared in the next few
months. Also, OHMO indicated that consideration was being
given to assigning some compliance officers to the regional
offices because of the likelihood that more accurate informa-
tion could be obtained there than at OHMO headquarters. How-
ever, by early March no decisions had been made about the
regional office compliance role.

Based on our review work at three regional offices, it
appears that regional persconnel may be in a better position
than headquarters staff to monitor some compliance aspects.
In some instances regional personnel were able to identify
an HMO's difficulties before headquarters staff became aware
of them. For example, in one case regional personnel learned
from State agency contacts about a drastic increase in an
HMO's enrollment during one month. They immediately visited
the HMO and found that the increase was causing excessive re-
ferrals that could have resulted in health care cost in-
creases. Generally, regional personnel are closer to HMOs,
have detailed knowledge about the HMOs in their regions, and

can more easily establish personal contacts with HMO personnel

and State regulatory officials,.

In the view of the director, Division of Compliance, be-
fore a regional office compliance role is finally defined,
the headgquarters compliance operation should be functioning

smoothly. Policy and procedures should be clearly delineated,

and the early warning system should be fully operational.

Also, specific guidance on the compliance process and required

procedures should be available for the regional office staff.
In light of these criteria, the director did not think OHMO
was ready to define a regional office compliance role.
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We recognize that policies and procedures are needed
before the regional role can be defined, but because of
the potential advantages a regional compliance role offers,
we believe OHMO should complete the necessary policies and
procedures as guickly as possible.

CONCLUSIONS

HEW has made progress toward publishing formal, uniform
operating deficit loan policies; formulating and issuing
regulations and policy guidance for the ambulatory health
care facility loan program; and improving the Loan Branch's
staffing situation. However, some proplems persist.

As of April 1, 1979, the operating deficit loan policies
had not been issued, and they werec¢ not likely to be published
in their entirety by the June 30, 1979, target date. Simil-
arly, preparation of regulations and policy guidance for the
ambulatory health care fFacility loan program had begun to
fall behind schedule, and more delays were anticipated at
various review stages. Sufficient staff and priority need to
be assigned to these projects so that uniform policies for
awarding operating deficit loans tan be available as soon as
possible and the ambulatory health care facility loan program

can get underway.

Although the Loan Branch appears to be adequately staffed
to handle its projected workload for fiscal year 1979, it may
be- understaffed to handle the larger workload expected to re-
sult in fiscal year 1980 from the ambulatory health care fa-
cility loan program. FEarly attention needs .to be given to
the effects of the new loan program on the branch's workload
so that timely, informed decisions can bhe made about the need

for more staff.

HEW has improved 1ts compliance program, and more
changes are in progress. Although it is still too soon to
determine the effectiveness of OHMO's new compliance effort,
we perceive some preblems that could impair the effort's
success,

Data required for the early warning system are not
being submitted in a timely fashion, and there are questions
about their reliability. The new tickler system for remind-
ing tardy HMOs to submit their reports should be carefully
watched to determine its effectiveness, and consideration
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should be given to assigning more staff to operate it. Also,
priority should be given to developing and implementing pro-
cedures for validating report data as soon as possible.
Staffing in the HMO Compliance Branch may not be sufficient
to handle a larger workload. Constant attention should be
paid to the staffing needs in the branch so that the new com-

pliance program is not crippled at the start by a staff short-

age, Further, priority should be placed on completing a com-
pliance policy and procedures manual and defining regional
compliance responsibilities.

RECOMMENDATIONS TO THE

SECRETARY OF HEW
We recommend that the Secretary c¢f HEW:

--Assign enough staff to complete work on policies for
the deficit loan program and requlations and policies
for the ambulatory health care facility loan program
and see that these regulations and policies move
quickly through departmental review levels.

--Assess the impact of the ambulatory health care fa-
cility loan program on the workload of OHMO's Loan
Branch to assure that the branch is adequately
staffed when the new loan program begins.

~-Take action needed to assure that required reports
from qualified HMOs are submitted more promptly.

-~Agsess the impact of an increasing number of gualified
HMOs on the HMO Compliance Branch's ability to monitor
their compliance so that additional staff can be as-
signed promptly, if required.

--Give priority to validating HMO report data, complet-
ing a summary of compliance policy and procedures in
order to assure uniformity, and rendering a decision
on regional responsibilities.

AGENCY COMMENTS
HEW concurred in our recommendations, stating, among
other things, that {1) priority is being given to completing

needed loan regqulations, policies, and procedures promptly,
(2) of the nine positions requested for OHMO programs in
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fiscal year 1980, three are targeted for the Loan Branch,

(3) an effort will be undertaken to guantitatively measure
the impact of OHMO's new monitoring process and computer
system on staff efficiency, and (4) a structured OHMO policy
and procedures manual can be expected within 9 months and

a final decision about the future regional office role by

the end of the fiscal year.
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CHAPTER 4

HMO ACT PROVIDES FOR ADEQUATE GRANT ASSISTANCE

BUT FISCAL YEAR 1979 BUDGET UNCERTAINTIES

MAY AFFECT PROGRAM IN LATER YEARS

The HMO Act, as amended, provides for grants to public
or nonprofit organizations to help fund the costs of feasi-
bility studies, planning, and initial development activities
needed to establish a new HMO or to expand the operations
of a qualified HMO. The results of our questionnaire in-
dicated that the act generally provides for adequate assist-
ance to grantees.

However, because the fiscal year 1979 budget for the
grant program is uncertain, OHMO may have to fund a limited
number of grants in that year which could decrease the number
of grantees becoming ready for qualification in later years.

QUESTIONNAIRE RESULTS INDICATE THE ACT
PROVIDES FOR ADEQUATE GRANT ASSISTANCE

New HMOs are developed through a three-phase grant proc-
ess. First, grantees must determine whether an HMO is fea-
sible in their area. Feasibility studies include such ac-
tivities as identifying target population groups and potential
providers; estimating subscriber and facility requirements;
and identifying State laws, regulations, and practices relat-
ing to HMOs.

After a grantee establishes that an HMO is feasible, the
grantee must perform planning activities, which include such
things as recruiting key staff; establishing community sup-
port; developing a formal organization, health benefits plan,
premium structure, marketing plan, and financial plan; iden-
tifying basic health services providers; and planning for
necessary facilities and equipment.

Once plans are made, the grantee is ready to begin the
initial development activities necessary to prepare for opera-
tions as a qualified HMO. Initial development activities
include such things as recruiting and training essential
personnel, developing a comprehensive financial plan, organ-
izing physicians and other basic health services, construct-
ing or renovating facilities, organizing ambulatory care
facilities, and initiating an enrollment plan.
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e amcnet.. orovided [or by the act to help grantees
Litr ouyh these thy ee phases are summarized below.

GodalL AMOuUNts Avai.abie Under

The HMO Act, As Amended

Max imuri

Man oo amount Max imum
Type Nk et wf each Total period
of 31 grant amount of each
grant grants (note a) available grant
Feasibility : b/% 75,000 $ 150,000 1 year
Planning ‘ S/200,000 400,000 1l year
Initial
develop-
ment (1) e, 1,000,000 =/1,000,000 £/3 years
51,550
a/Grancees <L ¢ o0 less than tne maximum allowable grant

award may appl; for a supplemertal grant to complete the
PO } et .,

L/ The MO Amendinints of 1976 increased the ceiling from
$50,000 to $75,000.

¢/The HMO Amendments of 1976 increased the ceiling from
$125,000 to $200,000.

d/No number 1s specitied by the o1, as amended.

¢/The HMO Ancodients of 1978 wil. 1ncrease the ceiling
to $2 millien 0 October 1, 1974,

f/Total time tor ioiy ial) developreat 1s not to exceed 3
years.

Baseo on tie results of our guestionnaire, we believe
the ceilings placed on grants for MO feasibility studies,
planning, and initial development are reasonable and do
nct need to be lncreased.

Feasibility grants

beventy-sis vespondents to our gquestionnaire had re-
ce:ved at least Une feasibility gyrant during fiscal years
197578 b staslisi - new HMO; «nly 5ix had obtained two
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feasibility grants. The average amount of their first fea-
sibility grants, including supplemental amounts, was about
$62,000. However, as shown below, the average amount for
each fiscal year had increased from about $49,000 in 1975

to about $71,000 in 1978.

Amounts Of First Feasibility Grants
Awarded To Establish New HMOs (note a)

Number
Fiscal of re- Mean Median
year spondents amount amount Range
1978 44 $70,942 $72,344 $42,455-$75,000
1977
(note b) - - - -
1976 5 46,745 49,838 30,000-57,793
1975 27 49,334 49,927 45,000-50,000
Total 76 61,673 67,160 30,000-75,000

a/Includes supplemental grant amounts.

b/0OHMO awarded only five feasibility grants in fiscal year
1977. MNone of the respondents to our questionnaire re-
ceived its first feasibility grant in that fiscal year.
The average amount of the five grants awarded in 1977 was

$41,737.

Of the 76 respondents, 51 said they had completed their
feasibility studies, and only 2 said the cutcome of their
studies had been inadeguate. Neither attributed the inade-
quacy to lack of funds.

All respondents to our guestionnaire were asked to
estimate at today's prices the cost of doing a feasibility
study to establish a new HMO. Of 143 who responded to this
question, 42 percent estimated it would cost $75,000 or less,
80 percent estimated $100,000 or less, and 94 percent esti-
mated $150,000 or less. The average estimate was about
$98,000. The maximum amount available to a grantee is
$150,000.

We asked each qualified HMO and each grantee that had
applied for qualification to estimate how much it would cost
at today's prices to study the feasibility of expanding its
membership significantly. Of 74 that responded to the
dquestion, 51 percent estimated it would cost $50,000 or
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less, 76 percent estimated $75,000 or less, and 96 percent
estimated $100,000 or less. The average estimate was about
$64,000.

Planning grants

Forty-seven respondents had received at least one plan-
ning grant during fiscal years 1975-78 to establish a new HMO;
15 had obtained two planning grants. The average amount of
their first planning grants, including supplemental amounts,
was about $141,000. However, as shown below, the average
amount for each fiscal year had increased from about $122,000
in 1975 to about $175,000 in 1977. 1/ The 15 grantees that
had received a second planning grant had obtained an average
amount of $118,500, with amounts ranging from $40,000 to
$200,000.

Amounts Of First Planning Grants
Awarded To Establish New HMOs (note a)

Number

Fiscal of re- Mean Median
year spondents amount amount Range
1978 ~ - - -
1977 7 $175,292 $199,600 $125,000-5200,000
1376 25 142,380 125,000 41,820-200,000
1975 15 122,461 124,995 103,492-125,000

Total 47 140,925 125,000 41,820-200,000

a/Includes supplemental grant amounts.

Of the 47 respondents, 45 said they had completed their
planning activities, and 7 characterized the outcome of their
planning stage as less than adequate. Only three said that
lack of funds had caused their problems. They said they
would have used additional funds for such things as addi-
tional project staff, facilities planning, consultants, and
management information system planning.

1/In fiscal year 1978, OHMO awarded 13 planning grants; none
of the respondents to our guestionnaire received its first
planning grant in 1978. The average amount of the 13
grants awarded in 1978 was $159,110.
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We asked every respondent that had begun or completed
its planning activities to estimate how much it would cost
at today's prices to perform planning activities to establish
a new HMO. O©Of 104 who responded to the question, 57 percent
estimated it would cost $200,000 or less, 83 percent esti-
mated $250,000 or less, and 95 percent estimated $400,000
or less. The average estimate was $216,000. The maximum
amount available for planning is $400,000.

We asked each qualified HMO and each grantee that had
applied for qualification to estimate how much it would cost
at today's prices to plan for expanding membership signifi-
cantly. Of the 72 who responded to the guestion, 51 percent
estimated $100,000 or less and 8l percent estimated $200,000
or less. The average estimate was $135,000.

Initial development grants

Forty—-eight respondents had received at least one ini-
tial development grant during fiscal years 1975-78 to ini-
tially develop a new HMO; only nine had received two initial
development grants. The average amount of their first grants,
including supplemental amounts, was about $622,000. However,
as shown below, the average amount for each fiscal year had
increased from about $438,000 in 1875 to about $813,000 in
1976 and then declined to about $541,000 in 1978. The nine
grantees who obtained second grants received an average
of $232,000, with amounts ranging from about $72,000 to
$539,000.

Amounts Of First Initial Development
Grants Awarded To Establish New HMOs (note a)

Number
Fiscal of re- Mean Median
yeatr spondents amount amount Range

1978 9 $541,140 $397,467 $150,000-$1,000,000
1977 18 710,179 775,912 83,200-1,000,000
1976 8 812,626 983,390 482,888-1,000,000
1875 13 437,826 345,005 124,456-1,000,000
Total 48 621,796 571,254 83,200-1,000,000

a/Includes supplemental grant amounts.
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0f the 48 respondents, 43 said they were either already
gualified or expected to become qualified within 3 months.
Only 4 of the 43 characterized the outcome of their initial
development phase as less than adeguate. Three of the four
said lack of funds had hampered, at least to a moderate ex-
tent, their ability to meet their initial development goals.
They said they would have used additional funds for -such
things as additional project staff, administrative and medical
equipment, management information systems development, fa-
cilities renovation, and consultants.

We asked all respondents that had begun or completed
initial development to estimate how much it would cost at
today's prices to do the initial development activities nec-
essary to establish a new HMO. O©Of 90 who responded to the
question, 62 percent estimated $1 million or less and 97 per-
cent estimated $2 million or less. The average estimate was
$1.03 million. The maximum amount available will be $2 mil-
lion beginning October 1, 1979; the current limit is $1 mil-
lion.

We asked each qualified HMO and each grantee that had ap-
plied for qualification to estimate how much it would cost at
today's prices to complete the initial development activities
necessary to expand membership significantly. O©f 70 who re-
sponded to the guestion, 56 percent estimated $500,000 or
less, 73 percent estimated $1 million or less, and 96 percent
estimated $2 million or less. The average estimate was about
$836,000. 1In addition, it should be remembered that, as dis-
cussed in chapter 2, the HMO Amendments of 1978 authorized :
a program to lend an HMO up to $2.5 million to acquire or
construct and equip an ambulatory health care facility. Such
facilities are often a major part of an expansion effort:
therefore, the new loan program can provide a major source
of financing for expansion efforts.

FISCAL YEAR 1979 BUDGET UNCERTAINTIES
MAY AFFECT DEVELOPMENT PROGRAM
IN LATER FISCAL YEARS

As of March 1, 1979, the HMO grant prodgram budget for
fiscal year 1979 was still uncertain. No funds were appro- :
priated for feasibility or planning grants for 1979 because ;
the authorizations for them had expired in 1978 and had not—__ '
been extended in time for appropriation action. Authoriza-
tion for initial development grants had not expired.
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Funding fwu feasib.iity and plooa.ing grants was provided

ander a continuing resolution, o mechanism that allows un-
authorized programs to operate ! the level of either the
administration's proposed budge«t or the prior year's budget,
whichever is lower. Consequenily, as shown below, the grant

program entered fiscal year 1979 under an interim budget
of about $14.5 million, or about $9.4 million less than
the administration's proposed oudget.

In the amendments to che AMi; Act passed in November 1978,
the Congress authorized $31 mi:i.on for fiscal year 1979 to
fund the HMO grant program and two newly established HMO pro-
grams, a management intern train.ng program and a technical
assistance program. In response, OHMO has proposed a supple-
mental budget request that would lncrease the grant program
budget to $29 million, as shown »elow.

The directcocr of the Divi-ic 3 f Development anticipates
that the supplemental request will be approved. However, if
OHMO were restricted to the icterim fiscal year 1979 budget,
the number of grants awarded would be greatly restricted.
The supplemental budget would provide funding for 147 grants,
but the interim budget would provide funding for only 84.
OHMO officials pointed out thet funding so few projects in
1979 would reduce the number <«f projects moving toward gual-
ification during later fiscal years. If the supplemental
request 1s approved, OHMO est.mates the additional funds
will result in about 38 new HMO: by fiscal year 1981.

Fiscal Year 1979 HMO Grant Program Budget

Adminis- Budget
tration's with sup-
Type proposed Irtecim plemental
grant budget budget request
{(ri: ! lions)
Feasibility $ 5.25 5 5.25 $ 6.0
Planning 10.60 1,20 10.0
Initial
development _8.06 - 8.06 13.0
Total $23.91 a’$.4.51 $29.0

a/In addition, $1.547 million is available from unobligated
fiscal year 1978 funds that were required to be set aside
for rural HMO purposes.
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CONCLUSIONS

We believe that grants awarded to developing HMOs should
be sufficient to assure that the outcome of each grant phase
is adequate. Responses to our questionnaire indicate that
few respondents viewed the outcome of their grant phases as
inadeguate, and not all that characterized a particular
grant phase as inadequate said lack of funds had caused the
inadegquacies.

In general, the amounts awarded to grantees have been
well within the maximums prescribed by the act, as amended.
Also, the amounts that the respondents estimated they would
need to perform each grant phase at today's prices were gen-
erally within the maximums set by the act. Therefore, we
do not believe the maximums need to be increased at this time.

Although the act provides for adequate assistance, un-
certainties exist in the fiscal year 1979 grant program budget.
OHMO has requested a supplemental appropriation that would
allow funding of 147 grants, as opposed to 84 grants under
its present budget. If only 84 grants were funded in 1979,
the number of projects nearing qgualification in later fiscal
years would be reduced far below the potential numbers fore-
seen by OHMO.

This situation presents a strong argument for increasing
the fiscal year 1979 appropriation. However, as pointed out
in chapter 3, we believe staffing shortages may be imminent
in OHMO's Loan Branch and Compliance Division. Large future
increases in the number of gualified HMOs would serve to
aggravate these problems unless additional staff can be as-
signed to these functions.
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CHAPTER 5

PROBLEMS EXIST WITH POLICIES, PROCEDURES, z

AND STAFFING IN THE _HMO GRANT PROGRAM,

BUT OHMO IS TAKING CORRECTIVE ACTION

A primary purpose of the HMO grant program is to fund
organizations through developmental stages until they meet
Federal gqualification standards. To do this effectively, :
both grantees and HEW personnel need a commoh understanding
of specific requirements that must be met before a grantee
can be designated as qualified. Without clearly defined re-
quirements and criteria, HEW personnel cannot establish an
effective strategy to guide grantees consistently through the
development process, and grantees cannot plan their activi-
ties based on specific, clearly defined goals. 1In other )
words, all the plavers need to know the "rules of the game."

As of March 8, 1979, OHMO had neither published gualifi- i
cation guidelines which help define requirements for HMOs as !
set forth in Federal requlations nor issued adeguate guidance
to regional personnel on the outputs expected during each
grant phase or the standards to be applied in reviewing grant
applications. Although OHMO has initiated plans to publish
gualification guidelines and issue new grant program guidance,
we believe the absence of adequate guidance has hindered
HEW's ability to administer the grant program c¢learly and
consistently. In addition, two regional offices we reviewed
are not adeqguately staffed for fiscal year 1979.

REGIONAL PERSONNEL NEED BETTER GUIDANCE

TO DEVELOP NEW HMOs EFFECTIVELY

HEW regional offices and OHMO jointly administer the
HMO grant program. Regional offices are the initial contact
point for prospective grantees. Regional personnel help pro-
spective grantees complete grant applications, review the :
applications for completeness and merit, recommend to OHMO
whether applications should be approved, and monitor grantees'
progress., However, because OHMO has final authority to ap-
prove grants and make qualification determinations, regional
personnel must look to OHMO for guidance on the standards
that OHMO applies when approving grants or qualifying HMOs.

The guidance OHMO provided was inadequate. As a result,

regional personnel sometimes had given guidance to grantees
that later was found to conflict with OHMO's views. According
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to regional personnel, they lose credibility with grantees
when this occurs. OHMO recognizes that the guidance provided
to regional personnel needs improvement and has initiated a
series of projects to correct the situation. However, OHMO's
efforts were not far enough along for us to determine their
effectiveness.

Examples of conflicting guidance

The following examples illustrate conflicting regional
and OHMO interpretations and guidance provided to grantees
proceeding through the grant phases toward qualification.

Example 1

A grantee had submitted an initial development grant
application projecting a hospital utilization rate of
950 days per 1,000 persons based on local experience. The
regional office viewed the application as excellent, but
OHMO took exception to the hospital utilization rate and
decided to provide the grantee a supplemental planning grant
to revise the financial projections based on a lower utiliza-
tion rate. The regional office found the grantee's revised
rate of 800 days per 1,000 persons to be acceptable. After
this revision, OHMO agreed to fund the project but required,
as a grant condition, that the hospital utilization rate be
further revised. OHMO wanted the grantee to submit another
financial plan based on hospital utilization rates experienced
by other HMOs of the same type.

Example 2

An individual practice association model HMO spent about
2-1/2 years becoming qualified. After the second of three
site visits by regional and OHMO personnel, the region con-
cluded that the HMO had met the gqualification requirements.
However, OHMO personnel rejected the grantee's plan for im-
posing risk on physicians who provide health services to HMO
members. The risk plan was designed to give physicians an
incentive to avoid unnecessary health service utilization.
The HMO planned to impose a 10-percent risk; that is, the
HMO would pay each physician only 90 percent of his billings.
The remainder would go into a fund used to pay hospitaliza-
tion costs should the costs be higher than expected. 1If
costs were not higher than expected, the HMO would return
the funds to the physicians. The OHMO site visit team found
the l0-percent risk contracts unacceptable; however, the
regional personnel had told the HMO that the risk plan was
acceptable because it was the same as the plans of two other
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qualified individual practice association HMOs in the region.
HMO regulations make no reference to percentage of risk
required.

Efforts are underway to provide

better guidance to regions

Comments from regional personnel indicated that they
viewed OHMO guidance as less than adequate. They made such
comments as:

--OHMO sometimes makes grant and gualification decisions
based on peclicies the regions are unaware of.

--Regions need more review c¢riteria and updated grant
guidelines in order to evaluate applicants consist-
ently.

—-—0HMO needs to provide more guidance demonstrating the
current state of the art for grant application pre-
paration.

--Regional and OHMO qualification personnel have differ-
ing concepts about the necessary products for qualifi-
cation. OHMO needs to standardize cutputs expected
during the developmental grant phases to prevent
qualification delays resulting from different inter-
pretations.

——0HMO needs to provide more written guidance; policy
and procedures are too often disseminated crally.

--0OHMO needs to provide more training on regulations,
new amendments, and problem solving.

It was not only the regional perscnnel who noted the
effects of inadequate grant and qualification gquidance. The
director of OHMO's Division of Oualification said that some
grantees had taken longer than necessary to become qualified
because of problems that could have been prevented had the
grantees been guided properly through the developmental grant
process. This problem was partly caused by a the lack of
coordination between the qualification and development divi-
sions before they were both placed within OHMO under the
Assistant Secretary for Health 'n December 1977. 1In January
1979, the director of the Division of Qualification said QHMO
had established a task force that was operating across divi-
sional lines to identify coordination problems which could
delay the qualification of grantecs. However, in April 1979,



the director of OHMO said it would be at least December 1979
before OHMO could publish qualification guidelines that
define reguirements, or "rules of the game," for qualified
HMOs .

In October 1978, OHMO's Division of Development set in
motion plans to (1) update grant guidelines and standards
for reviewing feasibility and planning grant applications,
(2) prepare initial development grant review standards, which
never existed before, and (3) define a grantee monitoring
system., The division also instituted a system for informing
regions about grant policy decisions. The division director
believes these steps will result in more consistency among
the regions and OHMO in administering the grant program. As
of March 8, 1979, OHMO planned to issue the grant guidelines
and review standards during May and June of 1979,

INADEQUATE STAFFING IS A PROBLEM
IN TWO REGIONAL OFFICES

In ocur September 1976 report (see note, p. 1)}, we pointed
out that HEW regional offices did not have the number or type
of personnel needed to implement the HMO grant program. We
also reported that downgrading of regional HMO program per-
sonnel had caused problems in recruiting competent profes-
siocnals. Although this situation has improved, two regions
still have staff shortages, and downgradings of regional 4MO
program positions have caused a morale problem and may hinder
some regions' ability to recruit qualified personnel.

Two regions have staffing shortages

In an August 1978 memorandum, OHMO directed each region
to prepare a fiscal year 1979 workplan. The memorandum de-
scribed the regional program role as including the following
basic activities.

--Reviewing applications for feasibility, planning, and
initial development grants.

--Monitoring grantees.

—--Monitoring adherence of gualified HMOs to loan
agreements.

~~Assisting in the gualification process.

~—-Assisting in compliance policy development.



—-Assisting in monitoring gualified HMOs' compliance
with the act.

--Assisting in monitoring employers' compliance with
the act.

—--Developing a regional plan Lo promote the HMO concept.
-—Participating in intergovernmental relations.

--Providing technical assistance to non-federally-
assisted HMOs.

Based on guidance provided by OHMO, each region prepared
a fiscal year 1979 workplan. As shown below, 6 of the 10 re-
gions projected a staffing shortage; only one was overstaffed.

Regional HMO Program Staffing For Fiscal Year 1979

Actual number

of positions Number needed Staff surplus

Region allocated per workplan or shortage
I 6 7 -1
1T 3 9 -1
ITI 6 6 0
Iv 6 9 -3
Y 7 8 -1
VI 7 6 +1
VII 4 4 0
VIII 6 ) 0
IX 8 10 -2
X 6 ki -1
Total 4 72 -8

After receiving the workplans, OHMO negotiated adijust-
ments to the workplans with the regions because of the pro-
jected staff shortages. OHMO officials said the workplan
adjustments were made by reordering priorities. Also, ad-
justments were made where OHMO thought that regions had
overstated their workloads in such areas as the number of
new grants or the number of onsite visits to grantees by
regional personnel. Four regional responsibilities were de-
emphasized by allowing regions to devote time to them only
when time 1s available. They were (1) policy development,
(2) employer compliance, (3) program promotion, and
(4) intergovernmental relations. After the adjustments
were made, only two regions lacked enough staff to meet
their fiscal year 1979 workleoads. We did not evaluate the
reasonableness of the adjustments to the workplans.



Downgradings present morale
and recruiting prcblems

Another problem in some regional offices was position
downgradings. 1In one region, HEW had downgraded the regional
HMO program consultant and an HMO public health advisor and
denied promotions to the other HMO public health advisors.
Regional personnel had appealed the decision based on their
job duties, workload, and the fact that program consultants
in other regions had been sustained at the GS-14 level and
public health advisors at the GS-13 level. Regicnal personnel
attributed the downgrading to their lack of authority to ap-
prove grants and their lack of supervisory responsibility
because of the small size of the regional HMO staff. Although
HEW has since reversed the decision to downyrade these re-
gional personnel, other regions were experiencing similar
problems. 1In one region, the regional program consultant
expected to be unable to sustain his grade level for lack of
authority to approve grants.

An additional probklem caused by the grade structure is
the inability to hire and retain competent staff with HMO
experience. According to regional personnel, they cannot
hire experienced personnel because of the higher salaries
offered outside the Government. In one region, the regional
program consultant expressed a need for additional experienced
staff because the current staff was new and had limited HMO
experience. Regional program consultants in each region we
visited said they would have problems keeping experienced
staff with a downgraded structure.

CONCLUSIONS

The HMO grant program has lacked adequate guidance on
grant program policies and procedures and guidelines defining
what a gualified HMO is. However, OHMO plans to publish
qualification guidelines by December 1979, and has begun
developing a series of variocus types of guidance that have
the potential to establish more uniformity and clarity in
the administration of the grant program. OHMO's efforts
were not complete enough for us to judge their eventual
effectiveness,

Staffing problems have eased since 1976. Although pre-
liminary workplans for fiscal year 1979 indicated that six
regions would have staff shortages, OHMO and the regions
adjusted the workplans so that only two regions face staff
shortages. The adjustments were made by reordering certain
priorities and refining reqional workload estimates that
OHMO viewed as overstated.



RECOMMENDATION TO THE SECRETARY OF HEW

We recommend that the Secretary of HEW require that
OHMO proceed as quickly as possible with its plans to publish
qualification guidelines for developing HMOs and to develop
improved grant program guidance for use by regicnal offices
in order to establish more clarity and uniformity in the pro-
gram.

AGENCY COMMENTS

HEW concurred in our recommendation and agreed that it
is important to publish qualification guidelines and to im-
prove grant program guidance. HEW pointed out several steps
taken in the past year to carry out this recommendation:

--HEW has developed review standards for feasibility,
planning, and initial development grants and for a
monitoring visit during an HMO's initial development
stage before it applies for qualification. Comple-
tion of these standards is targeted for early June
1979.

-—-HEW has develcped policy issuances and program man-
agement bulletins to advise regional offices and
grantees of new or existing policies.

--HEW has initiated a training program for regional
personnel and grantees on management information
systemns.

--HEW has developed contract proposals to update a
feasibility planning manual.
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Fiscal
year

1979
{note b)

1978
1977

1976
{note cj

1975

Total

a/Supplemental yrants are not counted as separate gJrants 1n the "number"
Supplemental grant amounts are included in the "anount" colamn.

column.

HMQ ACT GRANTS AWARDED DURING

FISCAL YEARS 1975-79 (note a)

Feasibility

11

108

198

grants _

$ 523,139
4,543,193

208,686

509,370

5,196,281

510,980,669

_Planning grants_
Num-—

ber Amount
5. 798,185
13 2,068,433
15 2,223,133
41 5,080,602

31 _3.758,745

105 $13,929,098

I

Initial
development
__._ 9grants
Num-=
ber Amount
10 5 4,586,251
21 10,367,185
26 14,515,510
20 12,580,368
33 13,507,274
110 $55,556,598

b/Fiscal year 1979 data are as of 2/28/79.

c/Flfteen-month fiscal year.

 total
Num-
ber
23 5
100 le
46 16
72 i
172 2
413 s8L

I



APPENDIX ITI APPENDIX III

UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 235443

January 5, 1976

in Cctober 1578, the U.S. Congress enacted the Hezlth Maintenance
rganization Amendments of 1978. The dmendments require the U.S.
General Accounting Office (GAO) to assess the adequacy of amounts of
financial assistance {(grants and loans) available under the MO Act, L ]
as amended. Part of ocur effort to make this assegsment involves
obtaining information from EMO grantees and qualified EMOs.

The enclosed questicnnaire has been developed to obtain your
ideas on the adeguacy of financial assistance available under the HMO
Act, 25 amended. Your organization was chosen from a list of grantees
and gualified HMOs provided to us by the Office of Health Maintenance
Organizations, Cepartment cf Health, fducation, and Welfare. Your
organization's response is of great importance to our review.

The informatien which you provide will be treated in strict
confidence. Your individual responses will not be made availsble to
hEL! or to any persons other than the GAO staff members working
directly on this review. Your candid responses will assist us greatly
in reporting to the Congress information which could be vital to the
success of the HMO progrem.

Any report based on this revisw will summarize the responses and
will not jdentify specific grantees or qualified HMOs. A cooy of this
regort will e sent to those organizations which provide infor—
raticn to us.

Flease complete and return the guestionhzire in the enclos=@
postage paid envelope within the next S days. If you have any
guesticns, please call Ira Spears or Paul Pansini on (404) 221-4616.

Thank you for your cooperation.

Sincerely yours,

Robert V. Farabaugh

Assistant Director

Human Rescurces
Divisicn

Enclosures
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U.5. CENERAL ACCOUNTING OFFICE
SURVEY OF ORGANIZATIONS CONCERNING GRANTS
AND LOANS AVAILABLE UNDER THE HMO ACT (1-3)
W)
%

The HMO Act, a4s amended, authorizes HEW to award grants to a public or private nonprofit organization
to help cover the costs of feasibility studies, planning, and initial development activities in order to:

(1) establish a new qualified HMO,
(2) expand significantly the membership or service area of an operational qualified HMO, or

(3) convert the status of an operational nonqualified HMO to a qualified status,

Feasibility study activities include identifying target population groups and potential providers,
estimating subscriber and facility requirements, and identifying State laws, regulations, and practices

relacing to HMOs.

Planning activities include recruiting key staff; establishing community support; developing a formal
organization, health benefits plan, premium structure, marketing plan, and financial plan; identifying
basic health services providers; and planning for necessary facilities and equipment.

Initial development activities include recruiting and training essential personnel, developing a

compreheasive financial plan, organizing physicians and other basic health services, constructing/
\renovu:ing facilities, organizing ambulatory care facilicies, and initlating an earollment plan.

The HMO Act, as amended, also authorizes HEW to make loans to a qualified HMO to:

(1) cover operating losses incurred during the first 5 years of operation as a qualified

HMO and
(2} acquire/construct and equip ambulatory health care facilities.

This questionnaire seeks your experiences with and opinions about these grant and loan programs.

1. We realize that several people may be involved in filling out this questionnsire. However, we would
like the name, title, addreas and telephone number of thas one perzon we should coatact if further

information is required.

(NAME )
(TITLE)
(ORGANIZATION)
{ADDRESS)
{CITY) (STATE) (ZIP CODE)
{AREA CODE) “(TELEPHONE }
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2. In what year did your organization, or its
predecessors, first decide te look into the
possibility of providing medical services
on a prepaid basis? (Check one) (5)

1. / [/ Before 1960

2. /7 Between 1960 and 1970
3. /7 Between 1971 and 1973
4. /7 Between 1374 and 1978

3. In what phase is your HFO (Check one) (6)

1. [/~ 7 Feasibility survey phase
2. /7 Planning phase (GO TO
" QUESTION 8)
3,/ 7 Initial development
phase but oot '
operational _
4. J / 1Initial development )
phase -~ operational
but not Federally (G0 TO

qualified * QUESTION &)

5. / _/ Federally qualified
HMO

/

4. Is your HMO presently providing medical

sarvices on a prepaid basis? (Check one) )
7

1. / / Yes (GO TO QUESTION 5)

2. /7 7 e (GO TO QUESTION 8)

S. As of December 31, 1978, how many members
wvas your HMD serving on a prepaid bdasia?
(Enter the approximate number) (8-13)

individuals

6. In what year did your HHMO first provide medical
services on a prepaid basis? {Check one)
(14)
1. /7 Before 1960

2./ / Between 1960 and 1970

3. / [ Between 1971 and 1973

4. f 1

Between 1974 and 1978

7. At how many locations does your RMO provide
cutpatient ssrvices to its members? (Insert
the number.) (15}

locations

APPENDIX III

8. What HMC model is your HMO using or does it
intend to use once it becomea operstional?
(Check one) {16)
1. /7 Steff model - the HMC employs a

staff of physicians and other '

health professionals to provide
health care services, -

~
|\
\I

Group practice model -~ the MO
contracts with a medical group to

provide health care services,

w
.

|\
-\I

I.P.A. (Individual Practitioners' ;
Association) - association of )
individual practitioners working

out of their own offices who

contract with the HMO to provide

health care services to HMO members.

\]

>
~

Combination of staff and group
practice models - the HMO employs
some physicians and/or other health
professionals and also contracts
with a medical group to provide
health care services,

\I

-~

wh
"~

Combination of IPA and ataff models.

Combination of IPA and group practic
models.

-

FEASIBTLITY STUDY GRANIS

9. Assuse that your HMO does not exist in its
present form and that your organizstion has
decided to do a sarvey to determine the
feasibility of establishing a new HMO of the
same type as yours and in the same area. How !
much do you estimate a feasibility study
would cost at today's pricea? (Insert the
amount . } {17-22)

$

10. Did your organization, or its predecessors,
receive a Federal grant under the HMO Act to
perform a feasibility study? (Check one} (23}

. 4 / Yes (CO TO QUESTION 11) !

2./ 7 No (GO TO QUESTION 26)

11. During what month and year did your organization
apply for your feasibilicy grant? (firsc
feasibility grant only if you have appiied for
more than one such grant.)

(Month) (Year)

12. In what month and year did HEW award your
feasibility grant? (first feasibility grant
~1-« if you have been awarded more than omne
wwn.. 3TaNt.)

(Month)

|

L

(Year) N

(24-25)
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13.

14,

15.

Whar was the purpose of your feasibility 16.
grant? (first feasibility grant only}

" (Check one} {26)

1. /77 To determine the feasibility of
establishiog a new qualified HMO.
(GO TO QUESTION 1&)

2. /7 To determine the feasibility of
significantly expanding che
membership or service area of an
already operational gualified HMO.
(GO TO QUESTION 26)

3. /] To determine the feasibility of
converting the status of an 17.
already operational nonqualified
HMO to & qualified status.
(GO TO QUESTION 26)
How adequate was the application kit that HEW
provided to you to apply for the feasibility
grant? (first feasibility grant omly) {27) 18.
(Check one)
1. 7 Very adequate
2. /] Somevhst adequate
Keither adequate nor inadequate

Somewhat inadequate

Vary inadequate

N0

How timely was HEW's processing of your
feasibility grant application? (first
feasibility grant only)

1. [ 7 vVery timely

2. /77 Somewhat timely

3. /7 MNaither timaly nor untimely
4. /7 Somevhat untimely

5. [/ | Very untimely

20.

(Check one) (28) 19.

APPENDIX III

How adequately was the assistance provided by
HEW personnal during the feasibility grant
application process? (first feasibility grant

only)? (Check one.) (29)
t. o f_ 7 Very adequate

Z. L:::T Somewhat adequate

3. /__/ Neither adequate nor inadequate

4. [ 7 Somewhat inadequate

5. [ 7 Very inadequate

Has your organization completed its feasibility

survey? {Check one) (30)
1./ 7 Yes (GO TO QUESTION 18)
2. /7 ¥o (GO TO QUESTION 26)

Hov adequate was the outcome of your feasibility
study compared to the go’ls you had for the
atudy? (Chack one} (31}
Yery adequate

(GO TO QUESTION 21)
Somewhat adeguate

not inadequate

i/
[

3. /7 Neither adequate ™
/[ Somewhat inndequataA(CO TO QUESTION 19)
!/

Very inadequate

To what extent did insufficient funds play a
role in bampering your ability to meet your
feasibility study goals? ({Check one) {32)

Y
1. /7 Very great extest |
7 : I (o 10
2, b 4 .
/ Substantial extent ? QUESTION 20;
3. /| Moderate extent \
-
4. / [ Some extent ;(Go 10
5. / 1 Little or no extentj QUESTION 21)

What would your organizationm have used
additional feasibility funds for, if available?
(Check all that apply)

1. /7 Additional project ataff 33)
2. /7 additiocnal consultants (34)
3. /7] Training for project staff (35)

4. /7 other (specify)

(36)
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21.

22.

21.

24,

15.

Did your organization need technical
sssistance (e.g. marketing, financial
management, actuarial science, etc.) during

the feasibilicy study? {Check ome) (37)
1. L___j Yes L(GO TO QUESTION 21)
2. J 7 ¥o (GO TO QUESTION 26)
Did you obtain technical assistance from HEW
personnel? (Check ona) (38)

1. /77 Yes (GO TO QUESTION 23)

2. 7 Did not seek assistance from HEW.
(GO TO QUESTION 24)
3. 7 Sought assistance from HEW, but

did not get any. (GO TO QUESTION 24)

How adequate was the technical assistance you
received from HEW personnal? (Check one)

(39
1. i:::T Very adequate
2, [:::7 Somevhat adequate
3. l:::? Neither adequate nor inadaquate
'™ l:::T Somewhat inadequate
5. L___J Very inadequate

Did you obtain technical assistance from
consultants? (Check one) (40)

| 10

Yes (GO TO QUESTION 25}

Did not seek ascistance from
consultants. (GO TO QUESTION 14)

=)

l\

-

Sought assistance from comsultants,
but could not gat any.
{GO TO QUESTION 26)

How adequate was the technical assistance you
received from consultants? {(Check one) (41)

Very adequatas
Somewhat adequate
Neither adequate nor inadequate

Somevhat inadequate

annnn

Very inadequate

APPENDIX III

PLANNING CRANTS

26.

27.

28.

29,

30.

61

Has your organization begun or aiready
compieted the planning activities nacessary

to establish a new HMO {regardless of how
those activities were funded or how long ago
they were completed)? (Check one} {42)

1. /7 Yes (GO TO QUESTION 27)
2, [T Feo

Assume that your organization has reached the
stage at which it is ready to do the planning
needed to establish a new HMO of the same
type as yours and in the same srsa. How much
do you estimate the planning phase would cost
at today's prices? (Insert amount)

(GO TQ QUESTION 87)

$ (43-48)

Did your organization, or its predecessors,
receive & Federal grant under the HMO Act to
perform the planning nceded to establish

your HMO? (Check one) (4%}

1. / 7 Yes (GG TO QUESTION 29)
F 7/ No (GO TO QUESTION 44)
During what month and yeax did your organizatiun

apply for your planning grant? (first grant
only, if you have applied for more than one.}

(Mouth} (Year)

In what moath and year did HEW award your
planning grant? (first grant omly, if you
have applied for more than one.)

{Month) (Year)

A ) {50-51}
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31. What was the purpose o\f your planning granc?
(firat planning grant only) (Check one)
(52)
1. / ] To plan for the establishment of
a new qualified HMO. ’
(CO TO QUESTION 32)

2. / ] To plan for the significant

) expansion of the membership or
service area of an already
operational qualified HMO.
(CO TO QUESTION 44)

./ 7 To plan for converting the statua
of an already operaticnal nonquali-
fied HMO to a qualified atatus.
TGO TO QUESTION 44)

32. Row adequate was the application kit that HEW
provided to you to apply for your planming

grant? (first plaoning gramt only)
(Check cne) {53)

1. [:'7 Very adequate
2. L::T Scmewhat adeguate
3. ﬂ Heither adequate nor inadequate
4. :_7 Somewhat inadequate
5. [_—__7 Vary adaquate

33. How timely wvas HEW's processing of your
planning grant application? (first planning
grant only) (Check one) (54)
1. _[_'—__7 Very timely
2. /7 Somewhat timely
3. /7 Heither timely nor untimsly

A

7 Somcwhat untinely

i;

5. { 7 Very untimely

34. How adequate vas the assistance provided by
HEW personnel during the planning grant
application process? (first plaaning grant
only) (Check ana) {55)
1. /7 Very adequate
2. /77 Somewhat adequate
3, /7 7 Neither adequate nor inadequate
4. /7 Somewhat inadequate

5. /7 Very inadequate

as.

36.

37.

38.

39.

APPENDIX III

Has your organization completed ita planning
phase? {Check one) (56)

1. /7 Yes (GO TO QUESTION 36)
2. /77 No (GO TO QUESTION 44}

How adequate was the outcome of this phase
compared toc the goals you had for this phase?

(Check one) (57)
1. [ _/ very adequate (GO ToO
2. /] Somewhat adequate QUESTION 39)
3. /] Heither adequate
nor inadequate

—_— (GO TO
4. /[ Somewhat inadequate QUESTION 37)
3., [ [ Very inadequate

To what extent did insufficient funds play
a role in hampering your ability to meet

your planning goals? (Check ome) (58)
1. [ [ Very great extent 7

. | (co 10
2. /7 Substantial extent > QUESTION 18)
3./ 7 Moderate extent J
4, /7] Some extent ? (o TO
5. f 7 Little or no extent QUESTION 19)

L

What would your organization have used
additional planning funds for, if available?
(Check all that apply)

1. [/ / Additional project staff (59)

2. f ] Additional facilities planning
(e.g. architectural feus) (60)

3. / / Additional consultanta {61)

Additional management information
systems planning (62)

| 1]

~

other {Please specify)

|‘-

{63)

Did your organmization need technical
asaistance (e.g. marketing, financial
management, actuarial science, etc.)}
during the planning stage? (Check one)  (64)

1. / Yes (GO TO QUESTION 40)

2.

N

No (GO TO QUESTION 44)
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40,

4l

42.

43.

Did you obtain technical assistsnce from HEW
personnel? (Check one) (85)

1. / / Yes (GO TO QUESTION &1)

2. / _/ Did not sesk assistance from HEW.
(GO TO QUESTION 42)
7

Sought sssistance from HEW, but

did not get any. (GO TO QUESTION 42)
How adequate was the technical assistacce you
received from HEW personnel? (Check one)

1. Lj Very adequate (68
2. E Somevhat adequate

3. E Neither adequate nor inadsquace

4. 1:::7 Somevhat isndequate

5. L__j Very inadaquate

Did you obtain technical assistance from

consultancs? (Check ona) (67

1. /77 fes (GO TO QUESTION 43)

2. {7 Did not ssak sssistaoce from
consultants, (GO TO QUESTION 44)

3. £:::7 Sought assisténce from consultauts,

but could not get any.
(GO TO QUESTION 44)

How adequate was the technical assistance you
received from comsultants?

(Check one) (68)
Very adequata

Somewhat adequate

Neither sdequate nor inadequate

Somewhat inadaquate

0N

Very inadequate

APPENDIX III

INITIAL DEVELQFMENT GRANTS

G,

45.

46.

&47.

48,

63

Has your orgsnization begun or already
completed the initial development activities
necessary to establish a new HMO (regardless
of how those activities were funded or how
long ago they were completed)? (Check one)
(69)
1. 4 Yes (GO TO QUESTION 45)
2. 4 1

e

Fo (GO TO QUESTION 87)

Assuns that your HMO has just reached the

poinot at which it is ready to begin iaitial
development as a new HMO, of the same type

as yours and in the same area, How much do

you estimate the initial development phase
would cost at today's prices? {(Insert amount.)

$ (70~76)

Did your organization, or its predecessors,
receive an initial development grant uoder
the HMO Act? (Check one) (17

1. /7 Yes (GO TO QUESTION 47)

2, [T m

During what month and year did your
organization apply for your initial
development grant? (firat initial
development grant only if you have applied
for more than ona such grant,)

(GO TO QUESTION 62)

(Month) (Year)

In what month and year did HEW award your
initial developmant grant? (first initial
development grant only if you have been
avardzd more than one such graot,)

{Month)

L1 !

(Year)
(78-79)
Bagin Card 2

GODE {1-3)

[ 2/
%
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49. What was the purpose‘of your initial 52.

50,

51.

development grant? (Eirst initial
development grant only) (Check one) (5)

1. [/ 7 To accomplish initial development
activities needed to establish a
new qualified HMO.

GO TO QUESTION 50)

2. / / To accomplish initial development
activities needed to significantly
expand the membership or service
area of an already operational

/ To accomplish initial development 53.
activities needed to convert the
status of an already operational

nonqualified HMO to & qualified
status. (Gu TO QUESTION 62)
How adequate vas the applicacion kit that HEW
provided to you to apply for the initial

development grant? (first initial development 54.
grant only) (Check ome) ) (6)

/ Very adequate

-

2, /77 Somewhat adequate

w
~

7 Neither adequate nor inadequate

Somewhat iunadequate

Wl

Very inadequate

How timely was HEW's processing of your
initial development grant application?
(first initial development grant only)

(Check one) (1
55.
1. / / Very timaly
2. / Somewhat timely
3. / / Neither timely nor uatimely
4., [ /| Somewhat untimely
5. / / Very untimely

64
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How adequate was the assistance provided by
HEW personnel during the initial development
grant application process? (first initial
development grant only) {Check one) (8)
1. /7 Very adequate

2. 77 somewhat adequate

3. /77 Weither adequate nor insdequate

4, / 7 Somewhat inadequate

5. [__7 Very inadequate

Is your orgenization & qualified HMO or do you
anticipate it will become qualified within the

next 3 months? (Check one) {(9)

/ Yes (GO TO QUESTION 54)

1.

~

2. /7 Ne (GO TO QUESTION 62)

Consider those tasks that your organization
set out to accomplish during its initial
development phase. How adequate z job was
done in accomplishing these taska?

(Check one) {10}

1.

=~
-~

Very adequate co 1o

QUESTION 57)

|11

2. Somewhat adequate
3. [/ / Neither adequate
nor inadequate
— . (Go TO
4. J/ / sSomewhat inadequate QUESTION 55)
S. / __/ Very inadequate

To what extent did inasufficient funds play
a role in hampering your ability to meer
your initial development goals? (Check one)

{11)
1. / [/ Very great extent -Z
— - (GO TO
2. / [/ Substantial extent i QUESTION 56)
3. [/ / Moderate extent J
4. /| Sowme extent ;
— y (GO TO
s. T ' QUESTION 67)

Little or no ex:eni;
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36,

57.

58.

59.

N

Jhat would your organization have ussd
additional initial development funds for, if
ivi}llbte? (Check sll that spply.)
1. /7 Additional project staff (12)
2, /77 Administrative equipment 13
3. [ 7 HMedical equipmenc (14)
4. /7 tanagement information

system development (15
5. /] Facilities renovation (16}
6. /7 Additionsl consultants an
7. /=] oOther (Please specify )

(18)

Did your organizationm need technical
assistance (e.g. marketing, financial
nanagement, actuarial science, atec.)
during the initial development phase?
(Check one) (19)

1. /7 Yes (GO TO QUESTION 58)
2. f 7 Ho

Did you obtain technical assistance from HEW

(GO TO QUESTION 62)

personnel? {Check ome) (20}
1. / 7 Yes (GO IO QUESTION 59)
2. /77 Did not seek asasistance from HEW,
(GO TO QUESTION 60)
3. / / Sought assistance from HEW, but
did not get any.
(GO TO QUESTION &0)
How adequate was the techuical assistance
you received from HEW personnel? (Check one)
—— (21)
1. / 7/ Very adequats
2, [ [ Somawhat adequate
3. /7 MNeither adequate nor inadequate
4, J~ 7 Somevhat inadequate
5. /1 Very inadequate

65

60.

61.

62.

63.

64,

APPENDIX IIT

Did you obtain technical assistance from

consultants? (Check ons) (22>

1. { 7 Yes {GO TO QUESTION 61)

2./ 7 Did not seek assistance from
consultants. (GO TO QUESTION 62)

3. L___7 Sought aesistance from consultants,

but did not get suy.
(GO TO QUESTION 62)

How adequate was the technical assistance you
received from consultants? (Check one} (23}

1. 1:::7 Very adequate

2. /7 Somewhat adequate

3. [ 7 Neither adequate nor inadequate
4.. {7 Somevhat inadequate

S. l:::? Very ipnadequate

Has your HMO applied for Federal qualification?

(Check one) (24)
1. / 7 Yes (GO TO QUESTION 63)
./ 7 No (GO TO QUESTION 68)
On what date, did your HMO apply for
qualificarion?

{Month) {Day) T (Year)
[ A S ) (25-27)
How tisely was HEW's procesaing of your
application for qualification? (Check
one) (28)
1. Very timely (6o TO

QUESTION 68)

2. Somewhat timely

Neither timely =,
nor untimely

IR

. (GG TO
4. Somewhat untimely \ QUESTION 65)
5. / | Very untimely J
6. { _/ Not enough time
has elapsed to . (GO TO
make this " QUESTION 68)
judgement |

-
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65.

Could your HMO have started operating as a

qualified HMO earlier than it did (or will)

if HEW had been more timely in processing

your applicaticn for qualificatrion? (Check one)
(29)

1. /__ [/ Yes (GO TO QUESTION 66)

2./ / No {GO TO QUESTION 68)

66. In what month and year could your HMO have
started operating as a qualified HMO if HEW
had processed your qualification application
in a more tiwely manner?

(Month) (Year)
J A (30-31)

67. How much of your initial development grant

expenditures could have been avoided if
HEW had qualified your HMO in a more timely
wanner? (Insert amount)

$ (32-38)

OPERATING DEFICIT LOANS

68. What amount in operating deficit loan
assistance do you believe should be
available to & nawly developed HMO of
the same type as your HMO and in the
sama area? {(Ingert amount)
§ (39-45)
69. After how many years of operation as a quelified
HMO is it reasonable to expect an HMO such as
yours and in the same area Lo operate without
Federal financial assistance? (Insert number
. of years)
Years (46-47
70. What is the status of your HMO?T (Check ome)
(48)
1. /__/ Federally qualified
(GO TO QUESTION 71)
2. /7 Have applied for Federal
qualification (GO TO QUESTION 81)
3. / 7 MNeither qualified nor have applied
for qualificacion
(GO TO QUESTION 87)
71. Has your HMO received or applied for a Federal
loan to cover operating deficits? (Check one)
(49)
1. / __/ Yes (GO TO QUESTION 72)
2. / / No (GO TO QUESTION 81)

66

72.

13,

74,

75.

76,
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Consider your HMO's most recent application

for an operating deficit loan. On what date
was this application made?l

{Month) (Day) (Year)
A | (50-52}

How adequate was the application kit which
HEW provided to you for your most racent

loan application? ({(Check one) (53)
1. C:? Very adequate

2. L::7 Somewhat adequate

3. 1__—_—_7 Neither adequate nor inadequate

4. 1-_-7 Somewhat inadequate

5. [_-___7 Very inadequate

How timely was HEW's processing of your most
recent application for a Federal operating

deficit loan? (Check one) (56)

1. £/ Very timely %
2. ﬂ Somewhat timely !
kS 1:7 Neither timely nor untimely

4. :7 Somewhat untimely

5. L—___7 Very untimely

6. / _/ Not enough time has elapsed to

make this judgment

How adequate was the assistance provided by
HEW personnel during this loan application

process? (Check one) (55)

1. [:7 Very adequate 4
2, /7 Somewhat adequate

3, /7 Neither adequate nor inadequate ;
4. m Somewhat iandequate

5. /__7 Very inadequate

Has your HMO needad technical assistance
{e,g. marketing, financial management,
actuarial science) after becoming qualified?
(Check one) (56)

1. Yes

~
~

(60 TO QUESTION 77)

K

2.

-

No (GO TO QUESTION 81)

-
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77.

79.

80.

pid you obtain technical assistance from

HEW personnel? (Check one) (57}

1. /[ [/ Yes (GO TO QUESTION 78)

2. i:::? Did not seek assistance from HEW.
{GQ TO QUESTICN 79}

3. i:::? Sought assistance from HEW, bur

did not get any.
(GO TO QUESTILION 79)

How adequate was the technical assistance you
receivaed from HEW personnel? (Check one}

(58)
1. [/ [/ Very adequacte
2. / |/ Somewhat adequate
3. /_ _/ nHeither adequate nor inadequate
4, [/ { Somewhat inadequate
5. /7 Very inadequate
Did you obtain technicel assistance from
consultants? (Check one) (59)

Yes (GO TO QUESTION 80’

/
2./ 7 Did not seek assiscance from
consultants (GO TO QUESTION 81)
/ Scught assistance from consultants,
but could not get any.
(GO TO QUESTION 81)

How adequate was the technical assistance you
received from consultants? (Check one)

(60)
1. [/ __/ Very adequate
2. 1:::7 Somewhat adequate
3. _{__:7 Neither adequate nor inadequate
4. [ [ Somewhatr inadequate
5. 1:::7 Very inadequate

AMBULATORY HEALTH CARE FACILITY LOANS

8l.

Does your HMO anticipate applying to HEW for a
loan (or loans) to acquire/construct and equip
awbulatory health care facilities within the

next 2 years? (Check one) (612

1. /] Yes (GO TO QUESTION 82)

2. No

~.
=~

- (GO TO QUESTION 84)

3. Uncertain

~

.
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82. For how wany ambulatory health care facilities
do you anticipate applying to HEW for loan
assistance in the next 2 years? {Enter number)

facilities (e2)

Begin Card 3

Cade  {1-3)
/37
S
3. For each ambulatory health care Facility that
you anticipate applying to HEW for loan
assistance indicate (1)} the approximate size
in square feet and {2) the approximate amount
of lpan assistance you would need to purchase
or construct and equip the facilicy.
Facitlity Siza Loan Amount
(5-7)
9% sq. fr. |§
(R=-14)
(15-17)
(2 sqg. te, [ §
18-24)
25-27)
(3) sq., ft. |$
28-34)
35-_0)
(4) sq. fr. |'$
K38-44)
45=47)
(5) sq. ft. |§
l 48-2

EXPANSLON CRANTS

B4. How much do you estimate it would cost your
HMO at today's prices to perform an adequate
survey to determine the feasibility of
gignificantly expanding its membership or
service area. (Enter amount)

$ (55-60)

85. How much do you estimate it would cost your
HMO at today's prices te adeguately plan for
significantly expanding its membership or
service area. (Enter amount)

$ (61-56)

86. How much do you estimare it would cost your
HMO at today's prices to adequately complete
the initial developmeut necessary to signifi-~
cantly expand its membership or service area?
(Enter amount}

$ (67-73)
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APPENDIX III APPENEIX III

87.

If you have any comments you would like to make about specific questions, the questionnaire in
general or other matters such as changes in the HMO Act that you believe are needed, please do

s0 on this sheet. (74}
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APPENDIX IV APPENDIX IV

QUARTEKLY CCST, REVENUE, AND MEMBERSHIP

EXPERIENCE OF EMOs WITH A GOOD CHANCE

TO ACHIEVE FINANCIAL INDEPENDENCE

1. Cost, revenue, and membership data are based on data
from unaudited quarterly reports submitted by HMOs to HEW
under the HMO National Data Reporting Reguirements {OMB
No. 68R-1496).

2. CPMM cost per nember month.

3. RPMM

revenue per menber month.



CL

QUARTERLY COST, REVENUE, AND MEMBERSHIP EXPERIENCE OF HMOs
WITH A GOOD CHANCE TO ACHIEVE FINANCIAL INDEPENDENCE

{ SEE NOTES ON PAGE 69)

HMO 1 HMO 2
COSTS AND REVENUES (DOLLARS) COSTS AND REVENUES(DOLLARS)
100 100
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80— — 80 —
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QUARTERLY COST, REVENUE, AND MEMBERSHIP EXPERIENCE OF HMOs

WITH A GOOD CHANCE TO

ACHIEVE FINANCIAL INDEPENDENCE

{ SEE NOTES ON PAGE 69)

HMO NO. 3 HMO NO. 4
COSTS AND REVENUES (DOLLARS) COSTS AND REVENUES(DCOLLARS)
160 100
goﬁr -4 9pp= —
80 — 8ol -4
70~ - 70 —4
60 -4 60} —
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30}~ - 30} T T -
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APPENDIX IV

APPENDIX 1V
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